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$EVWUDFW
7KLVWKHVLVIDOOVLQWRWZRSDUWV DFKDUDFWHUL]LQJSDUW DQGDQH[SODQDWRU\
SDUW ,QWKH¿UVWSDUW , RXWOLQHVRPHRIWKHFRUHDVSHFWVRIRXURUGLQDU\
XQGHUVWDQGLQJRIYLVXDOSHUFHSWLRQ DQGKRZZHUHJDUGLWDVDPHDQVRI
NQRZLQJ :KDWH[SODLQVWKHIDFWWKDW, NQRZWKDWWKHOHPRQEHIRUHPH
LV\HOORZLVP\YLVXDOSHUFHSWLRQ , NQRZWKDWWKHOHPRQLV\HOORZ EHFDXVH
, FDQVHHLW 6RPHH[SODQDWLRQVRIKRZRQHNQRZVVSHFLI\WKDWLQYLUWXH
RIZKLFKRQHJHQXLQHO\ NQRZV DVRSSRVHGWRPHUHO\EHOLHYHV VRPHFRQĥ
WHQW 6XFKH[SODQDWLRQVDUHHSLVWHPLFDOO\VDWLVIDFWRU\H[SODQDWLRQV :H
WKLQNWKDWYLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOHGJHFDQEHHSLVWHPLĥ
FDOO\VDWLVIDFWRU\ , DUJXHWKDWWKDWLVZKDWLWLVWRUHJDUGYLVXDOSHUFHSWLRQ
DVEHLQJDPRQJRXUPHDQVRINQRZLQJ ,QWKHVHFRQGSDUW , H[SORUHKRZ
ZHPLJKWH[SODLQWKHIDFWWKDWYLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJ
ĪDVVXPLQJWKDWLWLVDIDFWī , DVNZKDWPDNHVLWWKHFDVHWKDWYLVXDOSHUĥ
FHSWLRQLVDPHDQVRINQRZLQJĪLQWKHZD\ZHRUGLQDULO\WKLQNWKDWLWLVī" ,
VXJJHVWWKDWSDUWRIWKHDQVZHUWRWKLVTXHVWLRQLVWKDWYLVXDOSHUFHSWLRQ
JLYHQWKHQDWXUHLWKDV KDVDUHDVRQJLYLQJUROH $QGWKDWLVMXVWWRVD\WKDW
WKHQDWXUHRIYLVXDOSHUFHSWLRQLVVXFKWKDWYLVXDOO\SHUFHLYLQJFDQHQVXUH
WKHVDWLVIDFWLRQRIVRPHLPSRUWDQWFRQGLWLRQRQNQRZOHGJHĪQDPHO\ WKDW
LIRQHNQRZVWKDWVRPHWKLQJLVWKHFDVHRQHPXVWKDYHDJRRGUHDVRQWR
EHOLHYHWKDWLWLVWKHFDVHī ,QFRQFOXGLQJ, VXJJHVWWKDWJLYLQJWKLVVRUWRI
H[SODQDWLRQGRHVQ¶WUHTXLUHDVSHFL¿FWKHRU\RISHUFHSWLRQ
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$FNQRZOHGJHPHQWV
, DPJUDWHIXOWR5RU\0DGGHQIRUVHWWLQJPHRQWKHULJKWFRXUVHLQWKH
HDUO\GD\V DQGIRURQJRLQJVXSSRUW , DPJUDWHIXODOVRWR&KULVWRSKHU
3HDFRFNHIRUDYHU\UHZDUGLQJWHUPRIVXSHUYLVLRQ )RUH[WUHPHO\JHQHUĥ
RXVFRPPHQWVDQGJXLGDQFHGXULQJWKHODWHUVWDJHV, DPJUDWHIXOWR0LNH
0DUWLQ 0\PDLQVXSHUYLVRUVKDYHEHHQ0DUN.DOGHURQDQG3DXO6QRZĥ
GRQ , DPJUDWHIXOIRUWKHLUJXLGDQFH SDWLHQFH SKLORVRSKLFDOLQVLJKWV
DQGJHQHURXVHɱRUWV , DPDOVRJUDWHIXOWRWKHVHSKLORVRSKHUVIRUVRPXFK
PRUH )RUWKHVWDQGDUGVWKH\VHWLQWKHLURZQZRUN DQGIRUPDNLQJWKH
3KLORVRSK\'HSDUWPHQWDW8&/ VXFKDJUHDWSODFHWRVWXG\ , RZHDJUHDW
GHEWWR7RP$YHU\ &KULV-D\DQG/HH:DOWHUV IRUIULHQGVKLSDQGVXSSRUW
RYHUWKH\HDUV IRUWHDFKLQJPHORWV DQGEULOOLDQWIHHGEDFNRQPXFKRI
WKHPDWHULDOLQWKLVWKHVLV , DPOXFN\WRKDYHEHHQLQDGHSDUWPHQWZLWK
VXFKH[FHOOHQWSKLORVRSKHUV 7KHWXWRUVZKRKDGWKHPRVWLQÀXHQFHRQ
PHGXULQJP\XQGHUJUDGXDWHVWXGLHVZHUH7RP&URZWKHUDQG)LRQD(OOLV
, DPJUDWHIXOWRWKHPERWKIRUWHDFKLQJDQGJXLGLQJPHEDFNWKHQ DQG
IRUFRQWLQXHGVXSSRUW %XWDOVRIRUEHLQJVXFKLQVSLULQJSKLORVRSKHUV
$W 8&/ , KDYH EHHQSULYLOHJHGWR  LQWHUDFW ZLWK VRPHZRQGHUIXO
SKLORVRSKHUV , RZHWKDQNVWRWKHIROORZLQJLQSDUWLFXODU PRVWRIWKHP
IRUFRQWLQXLQJIULHQGVKLS DOORIWKHPIRULQYLJRUDWLQJSKLORVRSKLFDOLQĥ
WHUDFWLRQ 6ROYHLJ$DVHQ 3DORPD$WHQFLDĥ/LQDUHV $NRVXD%RQVX +HQU\
&ODUNH $PEHU &RU¿HOGĥ0RRUH 7LP&UDQH .DWKULQH &XFXUUX -RH
&XQQLQJKDP *DUHWK)LW]JHUDOG 6HEDVWLDQ*DUGQHU 0DUFXV*LDTXLQWR
6DQQD +LURYQHQ 'DYH +ROO\ *HRUJH +XOO *DEULHO /DNHPDQ )LRQD
/HLJK -RQQ\0F,QWRVK &KULVV\0HLMQV 9pURQLTXH0XQR]ĥ'DUGp (G
1HWWHO /XF\ 2¶%ULHQ +RZDUG 3HDFRFN ,DQ 3KLOOLSV 6LPRQ 5LFKHV
/HDĥ&HFLOH6DOMH +HOHQ5REHUWVRQ 0DULR6DQWRVĥ6RXVD 0DDUWHQ6WHHQĥ
KDJHQ 'DYLG7DLW DQG-RVp=DODEDUGR , ZRXOGDOVROLNHWRWKDQN&KDUOHV
7UDYLVIRUPDQ\KHOSIXOFRQYHUVDWLRQV DQG1LNRODV*LVERUQHIRUVRPH
KHOSIXOHPDLOH[FKDQJHV , KDYHYLVLWHG:DUZLFN8QLYHUVLW\WRJLYHDIHZ
WDONV WKHVHRFFDVLRQVKDYHDOZD\VEHHQLQFUHGLEO\EHQH¿FLDO ,¶GOLNH
WRWKDQNLQSDUWLFXODUWKHIROORZLQJSHRSOHIRUFRQYHUVDWLRQVWKDWKDYH
KHOSHGP\WKLQNLQJLQRQHZD\RUDQRWKHU %LOO%UHZHU 6WHSKHQ%XWWHUĥ
¿OO 4XDVVLP&DVVDP1DRPL(LODQ *X\/RQJZRUWK .HYLQ/\QFK .HLWK
:LOVRQ DQGHVSHFLDOO\0DWWKHZ6RWHULRX , JUDWHIXOO\DFNQRZOHGJHWKH
$+5&DQGWKH8&/ *UDGXDWH6FKRRO IRUWKUHH\HDUVRIIXQGLQJ

, ZRXOGHVSHFLDOO\OLNHWRWKDQNP\ZRQGHUIXOIULHQGV LQSDUWLFXODU
6LPRQ .DW\D )LRQDDQG.RXVK $QGP\IDPLO\ ,QSDUWLFXODU P\SDUĥ
HQWV DQGP\ZRQGHUIXOVLVWHU$EELHħZKR¶VODVWPLQXWHSURRIUHDGLQJ
ZDVDKXJHKHOS 7KHLUORYHDQGVXSSRUWKDVEHHQLQYDOXDEOH

,QWURGXFWLRQ
7KLV  WKHVLV  FRQFHUQV  YLVXDO SHUFHSWLRQ DQG  LWV  VWDWXV  DV  D PHDQV RI
NQRZLQJ 7KHWKHVLVIDOOVLQWRWZRSDUWV GLVWLQJXLVKHGDFFRUGLQJWRWZR
TXHVWLRQV ,Q3DUW, ĦWKHFKDUDFWHUL]LQJSDUWĦ, DVN +RZDUHZHWR
FKDUDFWHUL]H LQSKLORVRSKLFDOO\XVHIXOWHUPV RXURUGLQDU\FRQFHSWLRQ
RI  YLVXDO SHUFHSWLRQ DQG RXU RUGLQDU\ XQGHUVWDQGLQJ RI  WKH ZD\  LQ
ZKLFKLWLVDPHDQVRINQRZLQJ" ,Q3DUW,, ĦWKHH[SODQDWRU\SDUWĦ
, DVN :KDWPDNHV LW WKHFDVHWKDWYLVXDO SHUFHSWLRQLV D PHDQVRI
NQRZLQJLQWKHZD\ZHRUGLQDULO\VXSSRVHLWLV" ,QWKLV,QWURGXFWLRQ
, ZLOOJLYHDEURDGRYHUYLHZRIZKDW¶VWRFRPHLQWKH&KDSWHUVWKDWIROORZ
&KDSWHUV Ħ PDNH XS 3DUW  , RI  WKLV  WKHVLV ,Q &KDSWHU  , ÀHVK
RXW RXU RUGLQDU\  FRQFHSWLRQ RI  YLVXDO SHUFHSWLRQ +HUH E\  µYLVXDO
SHUFHSWLRQ¶ħRU DV,¶OODOVRVD\ µVHHLQJ¶ħ, PHDQWKHYLVXDOSHUFHSWLRQRI
DYLVLEOHHQWLW\ 6R P\LQWHUHVWLVPRUHVSHFL¿FWKDQDQLQWHUHVWLQWKH
FDSDFLW\WRVHH RULQZKDWW\SLFDOO\KDSSHQVħVHHLQJħZKHQDVLJKWHG
LQGLYLGXDORSHQVWKHLUH\HVLQDZHOOOLWURRP , DPLQWHUHVWHGLQWKH
FDSDFLW\WRVHHĪRUVHHLQJīRQO\LQVRIDUDVLWLVH[HUFLVHGZLWKUHVSHFW
WRVRPHSHUFHSWLEOHHQWLW\ħFDVHVLQZKLFKWKHUHLVJHQXLQHSHUFHSWXDO
FRQWDFWZLWKVRPHWKLQJ , ZLOORFFDVLRQDOO\UHIHUWRVHHLQJRUYLVXDO
SHUFHSWLRQXQGHUVWRRGDV VXFKDV  µWKLQJVHHLQJ¶ $QGKHUH µWKLQJ¶  LV D
GXPP\WHUP ZKLFKLV DV 'UHWVNHĪīSXWVLW µLQWHQGHGWRFRYHUVXFK
GLVSDUDWHLWHPVDVWDEOHV KRXVHV FDWV SHRSOH JDPHV VXQVHWV VLJQDOV
WUDFNV VKDGRZV PRYHPHQWV ÀDVKHV DQGVSHFNV¶ĪS ī
, EHJLQ&KDSWHU  E\GLVFXVVLQJVRPHRIRXUYLVXDOSHUFHSWXDOYRFDEXĥ
ODU\ , GLVFXVVWKLVEHFDXVHDWWHQWLRQWRVRPHRIWKHZD\VZHJLYHH[SUHVĥ
VLRQWRYLVXDOSHUFHSWLRQLQRUGLQDU\ODQJXDJHKHOSVWRXQFRYHUVRPHRI
WKHFRPPLWPHQWVLQYROYHGLQRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSĥ
WLRQ )ROORZLQJRQIURPWKDW , VXJJHVWWKDWZHFDQÀHVKRXWRXURUGLQDU\

FRQFHSWLRQRIYLVXDOSHUFHSWLRQLQWKLVZD\ VHHLQJDQHQWLW\ x LVDPRGH
RIFRQVFLRXVDZDUHQHVVLQZKLFKDFRQVFLRXVEHLQJLVUHODWHGWRDYLVLĥ
EOHHQWLW\ 7KHUHDUHPDQ\GLɱHUHQWNLQGVRIHQWLWLHVZKLFKFRQVFLRXV
EHLQJVFDSDEOHRIYLVXDOSHUFHSWLRQFDQEHVRUHODWHGWR Ī%XWLQEHLQJ
SRWHQWLDOREMHFWVRIYLVXDOSHUFHSWLRQWKH\PXVWEHVSDWLDOHQWLWLHVZKLFK
KDYHORRNVī ,QEHLQJDPRGHRIFRQVFLRXVDZDUHQHVVYLVXDOSHUFHSWLRQ
RI x LQYROYHVDQH[SHULHQFHZLWKVRPHFRQVFLRXVFKDUDFWHU 2QHFDQQRW
VHH x XQOHVV x VHHPVRUORRNVRUDSSHDUVVRPHZD\RURWKHUWRRQH 7\SLĥ
FDOO\ WKHPRVWQDWXUDODQGIDLWKIXOGHVFULSWLRQVRIWKHFKDUDFWHUVRIVXFK
H[SHULHQFHVPDNHUHIHUHQFHWRZKDWLVSUHVHQWWRRQHLQYLVXDOSHUFHSĥ
WLRQħVHHQHQWLWLHVDQGWKHLUPDQLIHVWYLVLEOHIHDWXUHV , DOVRVXJJHVWWKDW
ZHUHJDUGYLVXDOSHUFHSWLRQDVQRQĥGR[DVWLFDQGQRQĥHSLVWHPLFLQDVHQVH
,QDGGLWLRQWRZKDW,¶YHMXVWPHQWLRQHG DFUXFLDODVSHFWWRRXURUGLĥ
QDU\FRQFHSWLRQRIVHHLQJLVWKDWZHUHJDUGLWDVHSLVWHPLFDOO\VLJQL¿FDQW
7KDWLV LWLVSDUWRIRXURUGLQDU\WKRXJKWDQGWDONDERXWYLVXDOSHUFHSWLRQ
WKDWLWLVDPHDQVRINQRZLQJ :KDWWKLVLQYROYHV , VXJJHVW LVDFRPĥ
PLWPHQWWRWKHLGHDWKDWZHFDQNQRZWKLQJVE\VHHLQJHQWLWLHVLQRXU
HQYLURQPHQWV )RUH[DPSOH LQDSSURSULDWHFRQGLWLRQV S FDQNQRZWKDW
WKHOHPRQEHIRUHKHULV\HOORZE\VHHLQJLW %XWKRZDUHZHWRSURSHUO\
FKDUDFWHUL]HWKHFRQWHQWRIWKLVSUHĥWKHRUHWLFFRPPLWPHQW" ,Q&KDSWHUV
 DQG  , VXJJHVWWKDWDJRRGZD\WRFKDUDFWHUL]HWKLVFRPPLWPHQWLVLQ
WHUPVRI&DVVDP¶VĪEīH[SODQDWRU\FRQFHSWLRQRIPHDQVRINQRZLQJ
7KHFKDUDFWHUL]DWLRQRIRXUFRPPLWPHQWWRWKHLGHDWKDWYLVXDOSHUFHSĥ
WLRQLVDPHDQVRINQRZLQJWKXVKDVWKHIROORZLQJFRQWHQW YLVXDOSHUFHSWLRQ
LVFDSDEOHRIH[SODLQLQJNQRZOHGJHRIDUHVWULFWHGUDQJHRISURSRVLWLRQVīKRZVRPH S
NQRZVVRPH p LQWKDWUDQJHĬLQDQHSLVWHPLFDʃ\VDWLVIDFWRU\ZD\ ,Q&KDSWHU  ,
VSHOOWKLVRXWLQVRPHGHWDLO $QGLQ&KDSWHU  , WU\WRVKRZWKDWWKLVLV
DQDFFXUDWHZD\RIFDSWXULQJRXU SUHĦWKHRUHWLF XQGHUVWDQGLQJRIKRZYLVXDO
SHUFHSWLRQLVDPHDQVRINQRZLQJ
7KHLGHDKHUHLVWKDWLQVRIDUDVZHWDNHYLVXDOSHUFHSWLRQWREHDPHDQV
RINQRZLQJ ZHWDNHLWWRKDYHDNQRZOHGJH H[SODLQLQJ UROH S ¶VVHHLQJWKH
OHPRQLVWKHPHDQVE\ZKLFKVKHNQRZVWKDWWKHOHPRQLV\HOORZ DQG
ZKDWWKLVDPRXQWVWRLVWKDWKHUVHHLQJWKHOHPRQLVZKDWH[SODLQVKRZ
VKHNQRZVWKDWWKHOHPRQLV\HOORZ 7RVD\WKDW S NQRZVWKDWWKHOHPRQ
LV\HOORZEHFDXVHVKHVHHVLW LVWRRɱHUPRUHWKDQDVWRU\ JLYHQLQWHUPV
RIYLVXDOSHUFHSWLRQ DERXWZK\RUKRZ S FDPHWREHOLHYHWKDWWKHOHPRQ

EHIRUHKHULV\HOORZ :HSUHĥWKHRUHWLFDOO\WKLQNWKDWWKHIDFWWKDW S VHHV
WKHOHPRQLVĪDQHOHPHQWRIīWKDWLQYLUWXHRIZKLFKVKH NQRZVħDVRSSRVHG
WRPHUHO\EHOLHYHVħWKDWWKHOHPRQLV\HOORZ S ¶VVHHLQJWKHOHPRQ ZH
WKLQN H[SODLQVKRZVKHNQRZVWKDWWKHOHPRQLV\HOORZ LQDQ HSLVWHPLFDʃ\
VDWLVIDFWRU\ZD\
7KLV LQRXWOLQH LVKRZ, ÀHVKRXWKRZZHRUGLQDULO\WKLQNRIYLVXDO
SHUFHSWLRQDQGLWVUHODWLRQWRNQRZOHGJH , FRQFHGHWKDWWKHWKHVHRUGLĥ
QDU\FRPPLWPHQWVPLJKWEHSODLQZURQJ SDUWO\ZURQJ GHHSO\FRQIXVHG
HWFHWF +HUHDUHWKUHHZD\VLQZKLFKRQHPLJKWUHMHFWRXURUGLQDU\FRQĥ
FHSWLRQRIYLVXDOSHUFHSWLRQ RUDVSHFWVRILWĪWKHUHDUHQRGRXEWRWKHU
ZD\Vī Īī2QHPLJKWDUJXHWKDWYLVXDOSHUFHSWLRQLVQ¶WDUHODWLRQWRD
PLQGĥLQGHSHQGHQWVSDWLDOHQWLW\ZKLFKORRNVVRPHZD\ 2QHPD\WKHQ
DGGWKDWLWLV LQVWHDG DUHODWLRQWRDPLQGĥGHSHQGHQWHQWLW\ D VHQVHĥ
GDWXPRUDQ,GHD 2QHPLJKWDGGWRWKLVWKDW³VWULFWO\VSHDNLQJ´ZHVHH
VXFKHQWLWLHV QRWRUGLQDU\REMHFWV HYHQWV DQGWKHOLNH 9HUVLRQVRIWKH
DUJXPHQWVIURPLOOXVLRQ DQGKDOOXFLQDWLRQ DLPWRSHUVXDGHXVRIVXFK
FODLPV Īī2QHPLJKWHQGRUVHDVRUWRIFRKHUHQWLVPRQZKLFKLWLVDJUHHG
WKDWYLVXDOSHUFHSWLRQKDVDOORIWKHIHDWXUHVZHRUGLQDULO\VXSSRVHLWKDV
EXWIRUWKHHSLVWHPLFIHDWXUHV 7KDWLV RQHPLJKWVXSSRVHWKDWYLVXDO
SHUFHSWLRQJLYHVXVEHOLHIV LWFDXVHVXVWREHOLHYHFHUWDLQWKLQJV EXWLW
LVLUUHOHYDQWWRWKRVHEHOLHIVKDYLQJZKDWHYHUHSLVWHPLFFUHGHQWLDOVWKH\
PD\KDYH ,IDYLVXDOO\EDVHGEHOLHIPHHWVWKHVWDQGDUGVUHTXLUHGWRFRXQW
DVNQRZOHGJH WKDWLV SXUHO\ DPDWWHURIKRZLWFRKHUHVZLWKDQGUHODWHV
WRRWKHUEHOLHIV Īī2QHPLJKWHQGRUVHDIRUPRIHSLVWHPRORJLFDOVFHSWLĥ
FLVPħDQGWKHUHDUHDSOHWKRUDRIVFHSWLFDODUJXPHQWVZKLFKUHFRPPHQG
VXFKDVWDQFH 2QHPLJKWVD\ ZHGRQ¶WKDYHDQ\NQRZOHGJHĪDWOHDVW ZH
GRQ¶WKDYHDQ\HPSLULFDONQRZOHGJHī :HPD\RUGLQDULO\VXSSRVHWKDWYLĥ
VXDOSHUFHSWLRQFDQSURYLGHXVZLWKĪHPSLULFDOīNQRZOHGJH EXW LQIDFW
QRWKLQJFDQ
, DPQRWGLVPLVVLYHRIVXFKSRVLWLRQVDQGWKHFKDOOHQJHVWKH\SURYLGH
WRRXURUGLQDU\ZD\VRIWKLQNLQJ %XW, ZLOOEUDFNHWWKHPLQWKLVWKHVLV
1RFODLPLVPDGHKHUHWKDWWKHUHLVDQ\WKLQJDQVZHULQJWRRXURUGLQDU\
FRQFHSWLRQRIYLVXDOSHUFHSWLRQ , ZLOOMXVWDVVXPHWKDWWKHUHLVVXFKD
WKLQJDVYLVXDOSHUFHSWLRQDQGWKDWLWLV DWOHDVWURXJKO\ DVZHRUGLQDULO\
FRQFHLYHRILW 0\JRDOLQ3DUW, LVQRWWRGHIHQGRXURUGLQDU\FRQFHSWLRQ
RIYLVXDOSHUFHSWLRQ EXWUDWKHUWRGHVFULEHDQGFKDUDFWHUL]HLW 7KLV ,

WKLQN LVZKDWRQHVKRXOGGRLIRQHWKHQZDQWVWRGHIHQGRXURUGLQDU\
ZD\VRIWKLQNLQJ
%XWHYHQLQ3DUW,, P\DLPLVQRWWRGHIHQGRXURUGLQDU\ZD\VRIWKLQNĥ
LQJDERXWYLVXDOSHUFHSWLRQDQGLWVUHODWLRQWRNQRZOHGJH , DVVXPHWKDW
YLVXDOSHUFHSWLRQLVDVZHRUGLQDULO\VXSSRVHLWLV DQGDVN KRZFDQZH
DFFRXQWIRURUH[SODLQ SKLORVRSKLFDOO\ YLVXDOSHUFHSWLRQ¶VHSLVWHPLFVLJĥ
QL¿FDQFH" 7KLVLVDTXHVWLRQZKLFK IROORZLQJ&DVVDP , FDOO WKHTXHVWLRQ
RIH[SODQDWLRQ ,QDGGUHVVLQJLW , FRQVLGHUWKHSURVSHFWVIRUZKDW, FDOOD
5HDVRQV$QVZHUWRWKHTXHVWLRQRIH[SODQDWLRQ , LQWURGXFHWKHTXHVWLRQ
DQGWKLVVRUWRIDQVZHULQ&KDSWHU  $ 5HDVRQV$QVZHUWRWKHTXHVWLRQ
RIH[SODQDWLRQDLPVWRH[SODLQWKHIDFWWKDWYLVXDOSHUFHSWLRQLVDPHDQV
RINQRZLQJĪLQWKHZD\ZHRUGLQDULO\VXSSRVHLWLVīLQWHUPVRIWKHLGHD
WKDWLWKDVDUHDVRQJLYLQJUROH 0RUHH[DFWO\ $ 5HDVRQV$QVZHULQYROYHV
WKUHHFUXFLDOFODLPV
Īī .QRZOHGJHLVFRQVWLWXWLYHO\VXEMHFWWRDUHDVRQVFRQGLWLRQ Ī7KDW
LV S NQRZVWKDW p RQO\LI S KDVJRRGUHDVRQWREHOLHYHWKDW pī
Īī 9LVXDOSHUFHSWLRQFDQPDNHLWWKHFDVHWKDWWKHUHDVRQVFRQGLWLRQ
RQNQRZOHGJHLVVDWLV¿HG
Īī 9LVXDOSHUFHSWLRQFDQPDNHLWWKHFDVHWKDWWKHUHDVRQVFRQGLWLRQ
RQNQRZOHGJHLVVDWLV¿HGEHFDXVHRILWVQDWXUH
, WKLQNWKHVHFODLPVDUHSODXVLEOH DQGVRZLOODUJXHIRUD5HDVRQV$Qĥ
VZHUWRWKHTXHVWLRQRIH[SODQDWLRQĪVXEMHFWWRYDULRXVTXDOL¿FDWLRQVDQG
UHVWULFWLRQVGLVFXVVHGLQWKH&KDSWHUVEHORZī
,Q&KDSWHU  , VSHQGDJRRGGHDORIWLPHGLVFXVVLQJ0F'RZHOO¶VHSLVĥ
WHPRORJ\ DQG0F'RZHOO¶VDFFRXQWRIVHHLQJĪFRUHZRUNVKHUHDUH 0Fĥ
'RZHOOĪ DGīī 3DUWRIWKHSRLQWRIWKLVWKDW0F'RZHOOKDVWKH
UHVRXUFHVWRJLYHD5HDVRQV$QVZHUWRWKHTXHVWLRQRIH[SODQDWLRQRIWKH
IRUP, DPLQWHUHVWHGLQ 6R, IRFXVWKHGLVFXVVLRQDURXQG0F'RZHOO¶V
YLHZV DQGGLVFXVVWKHSURVSHFWVIRUD0F'RZHOOLDQ5HDVRQV$QVZHUWR
WKHTXHVWLRQRIH[SODQDWLRQ 7KLVGLVFXVVLRQ , VXJJHVW JLYHVXVVXSSRUW
IRUĪīDQGĪī
2Q0F'RZHOO¶VYLHZZHDUHWRÀHVKRXWĪīLQWHUPVRIWKHLGHDWKDW
LWLVRIWKHQDWXUHRIVHHLQJWKDWLWLVFRQFHSWXDOĪ, GLVFXVVLQGHWDLOZKDW
WKLVPHDQVLQ&KDSWHU ī %XW0F'RZHOOKDVDIXUWKHUFRPPLWPHQW +H

WKLQNVWKDWVHHLQJFDQEHUHDVRQJLYLQJ RQO\LI LWLVFRQFHSWXDO ,Q&KDSWHU
 , DWWHPSWWRXQGHUPLQHWKLVYLHZDQG0F'RZHOO¶VDUJXPHQWVIRULW ,
SURFHHGGLDOHFWLFDOO\E\VHWWLQJRXWDUHODWLRQDOLVWYLHZRIVHHLQJ 2QWKLV
YLHZ VHHLQJLVQRWFRQFHSWXDOħLQIDFW LWLVQRWUHSUHVHQWDWLRQDODWDOO
<HW , DLPWRVKRZ LWLVSHUIHFWO\LQWHOOLJLEOHWKDWVHHLQJFDQEHUHDVRQ
JLYLQJHYHQLILWKDVWKHQDWXUHWKHUHODWLRQDOLVWVXSSRVHVLWKDV
,WPLJKWVHHPWKDWLIZHZDQWWRGHIHQGD5HDVRQV$QVZHU ZHKDYH
WRKDYHĪīLQSODFHÀHVKHGRXWE\VRPHVSHFL¿FWKHRU\RIVHHLQJ )RU
LQVWDQFH D0F'RZHOOLDQWKHRU\ RUDUHODWLRQDOLVWWKHRU\ RUVRPHRWKHU
WKHRU\ %XW, TXHVWLRQWKLVDVVXPSWLRQ , VXJJHVWWKDWWKHGLVFXVVLRQ
, RɱHULQ3DUW,, RIWKLVWKHVLVKHOSVXVWRVHHKRZZHFDQKROGRQWR
Īī DQGÀHVKLWRXWMXVWLQWHUPVRIVRPHRIWKHFRQVWLWXWLYHIHDWXUHVRI
VHHLQJZKLFK DʃWKHRULHV DJUHHRQĪVRORQJDVWKH\DUHWKHRULHVZKLFKDLP
WRDFFRXQWIRUYLVXDOSHUFHSWLRQDVZHRUGLQDULO\XQGHUVWDQGLWī 0RUH
VSHFL¿FDOO\ , VXJJHVWWKDWĪīFDQEHÀHVKHGRXWLQWKLVZD\ EHFDXVHYLVXDO
SHUFHSWLRQLVUHODWLRQDODQGDPRGHRIFRQVFLRXVDZDUHQHVVħEHFDXVHLW
KDV WKDW QDWXUHħLWFDQPDNHLWWKHFDVHWKDWVRPHFRQVWLWXWLYHIHDWXUHRQ
NQRZOHGJHħWKHUHDVRQVFRQGLWLRQħLVVDWLV¿HG 7KXV , RɱHUD5HDVRQV
$QVZHUWRWKHTXHVWLRQRIH[SODQDWLRQZKLFKLVUHODWLYHO\WKHRU\QHXWUDO
ZKHQLWFRPHVWRWKHPHWDSK\VLFVRIVHHLQJ
%HIRUH, EHJLQ OHWPHQRWHEULHÀ\WKDWDOWKRXJK, IRFXVRQMXVWYLVXDO
SHUFHSWLRQ, GRQ¶WFODLPWKDWP\FODLPVZLOODSSO\WRSHUFHSWLRQLQRWKHU
PRGDOLWLHV 7KXV WKLVWKHVLVLVQ¶WµYLVXRFHQWULF¶LQWKHSHMRUDWLYHVHQVH
HPSOR\HGE\ 2¶&DOODJKDQĪīħZKHUHDYLVXRFHQWULFYLHZLVDYLHZRI
SHUFHSWLRQLQJHQHUDOZKLFKLVVLPSO\ DQGLPSODXVLEO\ DJHQHUDOL]DWLRQ
IURPRIDYLHZRIYLVXDOSHUFHSWLRQVSHFL¿FDOO\ 7KRXJKYLVXDOSHUFHSWLRQ
LV REYLRXVO\ FHQWUDO WRWKHVWXG\WKDWIROORZV 7KHUHLV DVZH¶OOVHHĪDQGDV
LVSUREDEO\DOUHDG\REYLRXVī VRPXFKWREHVDLGDERXWYLVXDOSHUFHSWLRQ
DQGLWVHSLVWHPLFVLJQL¿FDQFH DQGVRPXFKPRUHWREHVDLGWKDQZKDW
,¶YHPDQDJHGWRVD\KHUH $ EURDGHUIRFXVZRXOGDOORZPXFKOHVVWREH
VDLG , KRSHLQIXWXUHZRUNWRDGGUHVVSHUFHSWXDONQRZOHGJHDFTXLUHGE\
QRQĥYLVXDOPHDQV %XWIRUQRZ WKHIRFXVLVRQMXVWYLVXDOSHUFHSWLRQDVD
PHDQVRINQRZLQJ

3DUW ,
7KH&KDUDFWHUL]LQJ3DUW

&KDSWHU
2XU2UGLQDU\&RQFHSWLRQRI
9LVXDO3HUFHSWLRQ
 ,QWURGXFWLRQ
,QWKLV&KDSWHU, EHJLQWKHFKDUDFWHUL]LQJSDUWRIWKHWKHVLVZKHUHWKH
DLPLVWRFKDUDFWHUL]H LQSKLORVRSKLFDOO\XVHIXOWHUPV RXURUGLQDU\FRQĥ
FHSWLRQRIYLVXDOSHUFHSWLRQ DQGRXURUGLQDU\XQGHUVWDQGLQJRIWKHZD\
LQZKLFKLWLVDPHDQVRINQRZLQJ 7KHTXHVWLRQ, DGGUHVVLQWKHFXUUHQW
&KDSWHULV :KDWLVWKHFRQWHQWRIRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUĥ
FHSWLRQ" ,QDGGUHVVLQJWKLVTXHVWLRQ, ZLOOEHVHOHFWLYH , ZLOOGLVFXVVMXVW
WKRVHIHDWXUHVZKLFKDUHDWWKHFRUHRIRXURUGLQDU\XQGHUVWDQGLQJRIYLĥ
VXDOSHUFHSWLRQ DQGZKLFKDUHUHOHYDQWWRWKHHQTXLU\WKDWIROORZV :LWK
WKHPDWHULDOIURPWKLV&KDSWHULQSODFHZHZLOOEHLQDSRVLWLRQWRFRQĥ
VLGHUKRZZHFRQFHLYHRIWKHZD\LQZKLFKYLVXDOSHUFHSWLRQLVDPHDQV
RINQRZLQJ $QGZKHQZHKDYHFRQVLGHUHGWKDW ZHZLOOEHLQDSRVLWLRQ
WRFRQVLGHUKRZWRDFFRXQWIRUWKHIDFWWKDWYLVXDOSHUFHSWLRQLVDPHDQV
RINQRZLQJLQWKHZD\ZHRUGLQDULO\VXSSRVHLWLV
, PHDQMXVWWRHOXFLGDWHDQGÀHVKRXWVRPHRIWKHFRQWHQWRIRXURUĥ
GLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ 7KLVZLOOLQYROYHGHVFULELQJWKH
FRPPLWPHQWVZHKDYHLQYLUWXHRIKDYLQJWKHFRQFHSWLRQRIYLVXDOSHUFHSĥ
WLRQZHKDYH DQGVRPHRIZKDWWKRVHFRPPLWPHQWVHQWDLO 6RPHRIWKHVH
FRPPLWPHQWVDUHEHVWWKRXJKWRIDVLPSOLFLWFRPPLWPHQWV 6XFKFRPĥ
PLWPHQWVFDQEHUHYHDOHG RUWHDVHGRXW E\FRQVLGHULQJWKHSUHĥWKHRUHWLF
MXGJHPHQWVDERXWFDVHVWKDWZHDUHOLNHO\WRPDNH DQGWKHHQWDLOPHQWV
RIVXFKMXGJHPHQWVħMXGJHPHQWVZKLFKZHDUHHTXLSSHGWRPDNHWKDQNV

WRRXUPRUHH[SOLFLWXQGHUVWDQGLQJ 7KHUHLVDJRRGVHQVHLQZKLFKWKLVLV
DVRUWRIFRQFHSWXDODQDO\VLV %XWWKHWDVNKHUHLVQRWRQHRI¿QGLQJQHFĥ
HVVDU\DQGVXɷFLHQWFRQGLWLRQVIRUWKHDSSOLFDWLRQRIWKHFRQFHSW YLVXDO
SHUFHSWLRQ 1RULVWKHWDVNRQHRI¿QGLQJPRUHEDVLFFRQFHSWVLQYLUWXH
RIZKLFKZHFDQH[SOLFDWHWKDWFRQFHSW 7KHSRLQWLVUDWKHUWRKLJKOLJKW
GHVFULEH DQGZKHUHQHFHVVDU\H[SODLQDQGFODULI\ DVSHFWVRIRXURUGLQDU\
FRQFHSWLRQRIYLVXDOSHUFHSWLRQ DQGVRPHRIZKDWWKDWFRQFHSWLRQHQĥ
WDLOV
7KHWDVNKHUHLVQRWKLQJOLNHWKDWRIJLYLQJDWKHRU\RIYLVXDOSHUFHSĥ
WLRQZLWKUHIHUHQFHWRKRZZHRUGLQDULO\WKLQNRILW 7KHUHDUHPDQ\
GLɱHUHQWWKHRUHWLFDODSSURDFKHVRQHPLJKWWDNHWRYLVXDOSHUFHSWLRQ ,Q
SKLORVRSK\RUVFLHQFHRQHPLJKWGHYHORSDWKHRU\RIZKDWYLVXDOSHUFHSĥ
WLRQLV DQGKRZLWZRUNV %XWDV, XQGHUVWDQGLWRXURUGLQDU\FRQFHSWLRQ
RIYLVXDOSHUFHSWLRQLVQRWDWKHRU\ QRULVP\FKDUDFWHUL]DWLRQRILW ,
ZLOOWDNHLWWKDWRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ DQGP\
FKDUDFWHUL]DWLRQRILW DUHUHODWLYHO\WKHRU\QHXWUDOZLWKUHVSHFWWRWKRVH
SKLORVRSKLFDOWKHRULHVRISHUFHSWLRQZKLFKDLPWRDFFRXQWIRUSHUFHSWLRQ
DVZHRUGLQDULO\WKLQNRILWĪDVRSSRVHGWRWKRVHWKHRULHVZKLFKZRXOG
UHFRPPHQGDUHMHFWLRQRIRXURUGLQDU\FRQFHSWLRQīħ, LQGLFDWHZD\VLQ
ZKLFKWKLVLVVRDWVRPHUHOHYDQWSRLQWVLQWKHGLVFXVVLRQWKDWIROORZV
0RUHRYHU RXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQVHHPVWREHLQĥ
FRPSOHWHLQVRPHUHVSHFWV 7KHUHDUHTXHVWLRQVWKDWZHPLJKWZDQWWR
JLYHGHWHUPLQDWHDQVZHUVWRLQDWKHRU\RIYLVXDOSHUFHSWLRQZKLFKRXU
RUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQLVVLPSO\QRQĥFRPPLWWDORQ ,¶OO
LQGLFDWHVRPHVXFKDVSHFWVLQWKHGLVFXVVLRQEHORZ
, ZLOOGHVFULEHDQGFKDUDFWHUL]HRXUFRQFHSWLRQRIYLVXDOSHUFHSWLRQ
LQSKLORVRSKLFDOWHUPV , ZLOORIWHQPDNHFODLPVRIWKHIRUP ³$FFRUGLQJ
WRRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ«´ZKHUHZKDW¿OOVWKH
HOOLSVLVLVDFKDUDFWHUL]DWLRQRIVRPHDVSHFWRIRXURUGLQDU\FRQFHSWLRQ
RIYLVXDOSHUFHSWLRQZKLFKPDNHVXVHRIFRQFHSWVIDPLOLDUWRWKHSKLORVRĥ
SKHU %XWWKLVLVQRWWRVD\WKDW, DPGHVFULELQJRXUFRQFHSWLRQRIYLVXDO
SHUFHSWLRQIURPWKHSHUVSHFWLYHRIDQDQWHFHGHQWO\KHOGSKLORVRSKLFDO
WKHRU\ RISHUFHSWLRQ $QGWKHUHLVQRVXJJHVWLRQWKDWWKHSKLORVRSKLFDO
FRQFHSWV, GUDZRQLQWKHFKDUDFWHUL]DWLRQPXVWEHSRVVHVVHGE\RQHZKR
KDVWKHFRQFHSWLRQRIYLVXDOSHUFHSWLRQ , WKLQNWKHFRQFHSWLRQRIYLVXDO
SHUFHSWLRQ, GHVFULEHLVPRUHSULPLWLYHWKDQWKDW , WDNHLWWKDWZHW\SLĥ

FDOO\FRPHWRVRPHVRUWRIXQGHUVWDQGLQJRIVHHLQJLQRXUHYHU\GD\OLYHV
ZLWKRXWDFTXLULQJ DQGFHUWDLQO\ZLWKRXWGUDZLQJRQ FRQFHSWVZKLFKDUH
VSHFLDOWRGLVFLSOLQHVVXFKDVWKRVHFRQVWLWXWHGE\EUDQFKHVRISKLORVRĥ
SK\DQGVFLHQFH 6RWKHUHLVQRVXJJHVWLRQKHUHWKDWRQHZKRSRVVHVVHV
WKHFRQFHSWLRQRIYLVXDOSHUFHSWLRQEHLQJFKDUDFWHUL]HGZLOOEHDEOHWR
WKHPVHOYHVFKDUDFWHUL]HRUDUWLFXODWHLWXVLQJWKHSKLORVRSKLFDOFRQFHSWV
, HPSOR\
,QORRNLQJDWRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ, PDNHUHIĥ
HUHQFHWKURXJKRXWWRVRPHRIWKHRUGLQDU\ZD\VZHKDYHRIWDONLQJDERXW
LWħWKRVHZD\VZKLFKPDQLIHVWDVSHFWVRXURUGLQDU\WKRXJKWDERXWYLVXDO
SHUFHSWLRQ %HFDXVHRIWKLV, KDYHJLYHQRYHUDODUJHVHFWLRQWRGLVFXVĥ
VLRQRIYLVXDOSHUFHSWXDOYRFDEXODU\ĪVHFWLRQĪīī 7KLVGLVFXVVLRQZLOO
DOVRVHUYHDVDXVHIXOUHIHUHQFHSRLQWIRUIXUWKHU&KDSWHUV ,QVHFWLRQĪī
, GLVFXVVVRPHFRUHDVSHFWVRIRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSĥ
WLRQ , EHJLQE\GLVFXVVLQJKRZZHFRQFHLYHRIVHHLQJDQHQWLW\DVDVRUW
RIUHODWLRQWRWKDWHQWLW\ĪVHFWLRQĪīī , WKHQGLVFXVVKRZZHFRQFHLYH
RIIHDWXUHVLQVRIDUDVZHWDNHWKHPWREHYLVLEOHIHDWXUHVĪVHFWLRQĪīī
, PRYHRQWRGLVFXVVKRZZHWKLQNRIYLVXDOSHUFHSWLRQDVDPRGHRIFRQĥ
VFLRXVDZDUHQHVVĪVHFWLRQĪīī , WKHQGLVFXVVKRZZHFRQFHLYHRIWKH
VXEMHFWVRIYLVXDOSHUFHSWLRQĪVHFWLRQĪīī , HQGE\GLVFXVVLQJKRZZH
FRQFHLYHRIWKHUHODWLRQVKLSEHWZHHQYLVXDOSHUFHSWLRQDQGEHOLHIĪVHFWLRQ
Īīī
 9LVXDO3HUFHSWXDO9RFDEXODU\
,QWKLVVHFWLRQ,¶OOGLVWLQJXLVKDQGGLVFXVVWZRSHUFHSWXDOVHQVHVRIµVHH¶
ZKLFKZLOOEHUHOHYDQWLQWKHHQTXLU\WKDWIROORZV Ī6RPHRIWKHFXUUHQW
VHFWLRQLVDGHYHORSPHQWRIP\Īīī ,¶OODOVRVD\DELWDERXWKRZZH
FRQFHLYHRIHQWLWLHVLQVRIDUDVZHFRQFHLYHRIWKHPDVSRWHQWLDOREMHFWVRI
YLVXDOSHUFHSWLRQ Ī, ZLOOWDNHXSWKLVWKHPHDJDLQVHFWLRQĪīEHORZī
 7KH%DVLF3HUFHSWXDO6HQVHRI¶6HH·
7KHYHUEµVHH¶LVDPDVVLYHO\SRO\VHPRXVYHUEĪ*LVERUQHĪī S ī
,WKDVPDQ\GLɱHUHQWVHQVHV ,QDFRUSXVEDVHGVWXG\$OPĥ$UYLXVGLVWLQĥ
JXLVKHVQLQHGLɱHUHQWVHQVHVRIµVHH¶ĪVHHKHUī DQG*LVERUQHGLVWLQĥ

JXLVKHV\HWPRUH 1RWHYHU\VHQVHRIµVHH¶LVDSHUFHSWXDOVHQVH ,WLVFOHDU
IURPWKHH[DPSOHVEHORZWKDWµVHH¶FDQPHDQ DV*LVERUQHĪS īQRWHV
LQURXJKSDUDSKUDVH µSHUFHLYHYLVXDOO\¶ µXQGHUVWDQG¶ µGDWH¶
DQGµHVFRUW¶DPRQJRWKHUVHQVHV
D -DQHVDZWKH7DM0DKDO
E , VHHZKDW\RXPHDQ
F -HQLVVHHLQJ%UDG
G .LPVDZWKHVDOHVPDQWRWKHGRRU
2Q  WKH  UHDGLQJV *LVERUQH KLJKOLJKWV ĪEī ĪFī DQG  ĪGī  LQYROYH QRQĥ
SHUFHSWXDOVHQVHVRIµVHH¶ħLQFRQWUDVWWRĪDī ,¶OOFDOOWKHVHQVHRIµVHH¶
LQYROYHGLQĪDīWKH EDVLFSHUFHSWXDOVHQVH RIµVHH¶ĪIRU DVZH¶OOVHHEHORZ LW
LVEDVLFWRRXUXQGHUVWDQGLQJRIRWKHUVHQVHVRIµVHH¶ī 7KHIROORZLQJ
H[DPSOHVDOVRLQYROYHµVHH¶LQWKLVVHQVH
Īī , MXVWVDZ-DQH VKHORRNHGWLUHG
Īī -DFNVDZ-DQHUXQ
,QWKHEDVLFSHUFHSWXDOVHQVHµVHH¶PHDQV URXJKO\ SHUFHLYHYLVXDʃ\ ,WLV
SDUWRIWKHPHDQLQJRIVHQWHQFHVRIWKHIRUPµS VHHV x¶ZKLFKLQYROYHWKH
EDVLFSHUFHSWXDOVHQVHRIµVHH¶WKDWXVHVRIVHQWHQFHVRIWKHVHIRUPVJHW
WREHDVFULSWLRQVRIYLVXDOSHUFHSWLRQ $ W\SLFDOXVHRIDVHQWHQFHRIWKH
IRUPµS VHHV x¶DVFULEHVWKHYLVXDOSHUFHSWLRQRIZKDWHYHULVGHQRWHGE\
WKHWHUPIRUµx¶WRZKDWHYHULVGHQRWHGE\WKHWHUPIRUµS ¶
*LYHQLWVPHDQLQJ µVHH¶LQWKHEDVLFSHUFHSWXDOVHQVHLVVXEMHFWWRFHUĥ
WDLQVHPDQWLFVHOHFWLRQUHVWULFWLRQV Ī$ VHPDQWLFVHOHFWLRQUHVWULFWLRQRQ
DYHUEKDVWRGRZLWKWKHVHPDQWLFFRQVWUDLQWVWKHUHDUHRQWKHYHUE¶VDUĥ
JXPHQWVī )RULQVWDQFH WKHFRPSOHPHQWRIµVHH¶LQWKHEDVLFSHUFHSWXDO
VHQVHPXVWEHDWHUPZKLFKGHQRWHVDYLVLEOHWKLQJĪHJ DVXLWDEOHFRQĥ
FUHWHQRXQSKUDVH DVPDOOFODXVH RUVRPHWKLQJOLNHWKDWī 7KLVVHPDQWLF
FRQVWUDLQWRQWKHFRPSOHPHQWRIµVHH¶LVVDWLV¿HGLQ Īī IRUµ-DQH¶UHIHUVWR
-DQH DQGVKHLVDYLVLEOHHQWLW\ ,WLVDOVRVDWLV¿HGLQ Īī IRU DUJXDEO\ WKH
VPDOOFODXVHµ-DQHUXQ¶GHQRWHVDQHYHQWħDUXQQLQJHYHQWRIZKLFK-DQH
LVWKHVXEMHFWĪVHH+LJJLQERWKDPĪī EXWFI %DUZLVHĪī DQG1HDOH
ĪīIRUGLɱHUHQWDSSURDFKHVī $QGVXFKHYHQWVDUHYLVLEOHHQWLWLHVWRR

7KHVHPDQWLFVHOHFWLRQUHVWULFWLRQZHDUHFRQVLGHULQJLPSRVHVWKLV
FRQGLWLRQ XVHVRIµS VHHV x¶ ZKHUHµVHH¶LVWKHEDVLFSHUFHSWXDOµVHH¶ FDQ
EHWUXHRQO\ZKHUHWKHWHUPIRUµx¶GHQRWHVDYLVLEOHHQWLW\ 7KLVSURSĥ
HUW\RIµVHH¶LQWKHEDVLFSHUFHSWXDOVHQVHUHÀHFWVDIDLUO\REYLRXVPDWHULDO
PRGHFRQGLWLRQWKDWZHDUHFRPPLWWHGWRLQRXURUGLQDU\FRQFHSWLRQ
RIYLVXDOSHUFHSWLRQ WKHREMHFWVRIYLVXDOSHUFHSWLRQDUHYLVLEOHHQWLWLHV
%XWWKHFDWHJRU\RIYLVLEOHHQWLWLHVGRHVQ¶WIRUPDµXQL¿HGRQWRORJLFDOFDWĥ
HJRU\¶Ī.DOGHURQĪDī S ī $V $XVWLQĪEīQRWHV WKHUHLVµQR RQH
NLQGRIWKLQJWKDWZHµSHUFHLYH¶EXWPDQ\ GLɲHUHQW NLQGV«¶ĪS ī :HFDQ
VHHRUGLQDU\DQGIDPLOLDU REMHFWV ĪPDWHULDOREMHFWVRUERGLHVī µFKDLUV WDĥ
EOHV SLFWXUHV ERRNV ÀRZHUV SHQV FLJDUHWWHVĪSS Ħī¶ %XWDOVRWKLQJV
OLNHµULYHUV PRXQWDLQV ÀDPHV UDLQERZV VKDGRZV SLFWXUHVRQDVFUHHQDW
WKHFLQHPD SLFWXUHVLQERRNVRUKXQJRQZDOOV«¶ĪS ī $QGDV 'UHWVNH
ĪīLVNHHQWRHPSKDVL]H ZHVHH HYHQWV µEDWWOHV GHSDUWXUHV VLJQDOV
FHUHPRQLHV JDPHV DFFLGHQWV VWDEELQJV SHUIRUPDQFHV HVFDSHV DQGJHVĥ
WXUHV¶  ĪS ī :HDOVRVHHTXDQWLWLHVRI VWXɲ  HJ VRXS VQRZ ZDWHU
HWF $QGZHRIWHQVHHVFHQHVFRPSRVHGRIHQWLWLHVRIYDULRXVGLɱHUHQW
NLQGV 7KLVLVDYHU\OLPLWHGVDPSOLQJRINLQGVZKRVHPHPEHUVDGPLWRI
WKLQJVZKLFKDUHYLVLEOH :HWKLQNZHFDQVHHWKLQJVRIPDQ\GLɱHUHQW
NLQGVħWKLVLVSDUWRIRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ
'RZHKDYHDQ\SUHĥWKHRUHWLFFRPPLWPHQWVDERXWZKDWLWWDNHVIRUD
WKLQJWREHDYLVLEOHWKLQJ" &RQVLGHUWKHIROORZLQJH[DPSOH
Īī " , VDZWKHQXPEHUWZR
,IDQXWWHUDQFHRI Īī LQYROYHVµVHH¶LQWKHEDVLFSHUFHSWXDOVHQVH WKHQWR
VWDQGDFKDQFHRIEHLQJWUXHWKHUHKDVWREHDUHDGLQJRIWKHFRPSOHPHQW
H[SUHVVLRQ µWKHQXPEHUWZR¶ RQZKLFKLWGHQRWHVDYLVLEOHHQWLW\ 6R
WKHUHKDVWREHDUHDGLQJRIWKHH[SUHVVLRQLQWKHUHOHYDQWFRQWH[WZKLFK
LVRWKHUWKDQLWVGHIDXOWUHDGLQJ ZKLFK,¶OODVVXPHLVRQHRQZKLFKLWLV
DQDEVWUDFWQRXQSKUDVHZKLFKUHIHUVWRDQDEVWUDFWREMHFW WKHQXPEHU
WZR :HFDQ SHUKDSV XQGHUVWDQGDQXWWHUDQFHRI Īī DQGDGPLWLWDVWUXH
LQDFRQWH[WZKHUHµWKHQXPEHUWZR¶UHIHUVWRDFKLOG¶VWR\ ZKLFKLV³ĥ
VKDSHG´ WKDWLV VKDSHGOLNHWKH QXPHUDO µ¶ 6XSSRVHWKHFKLOGKDVDVHWRI
WR\VFRQVLVWLQJRIVKDSHVFRUUHVSRQGLQJWRWKHQXPHUDOVµ¶ µ¶ µ¶ µ¶ DQG
µ¶ 6XSSRVH A VD\V³,¶YHJRWDOOWKHWR\VEXWWKHQXPEHUVRQHDQGWZR´
DQG B UHSOLHVE\VD\LQJ³, VDZWKHQXPEHUWZRLQWKHGUDZHU´

, WDNHLWWKDWZHFDQXQGHUVWDQG B¶VUHSO\DVDWUXHXVHRI Īī EXWRQO\
EHFDXVHZHDUHXQGHUVWDQGLQJ Īī LQVXFKDZD\WKDWLWVDWLV¿HVWKHVHPDQĥ
WLFVHOHFWLRQUHVWULFWLRQPHQWLRQHGDERYH ,I B¶VXWWHUDQFHRIµWKHQXPEHU
WZR¶KDVLWVGHIDXOWUHDGLQJ WKHQQRWRQO\ZLOOZHVWUXJJOHWRXQGHUVWDQG
WKHFRPPXQLFDWLYHH[FKDQJH EXW RQWKHDVVXPSWLRQWKDWQXPEHUVDUH
LPSHUFHSWLEOH B¶VXWWHUDQFHZLOOFHUWDLQO\EHIDOVHħRZLQJWRWKHIDLOXUH
RIWKHFRQGLWLRQLPSRVHGE\WKHVHOHFWLRQUHVWULFWLRQPHQWLRQHGDERYH
,QWXLWLYHO\ , WDNHLWZHUHJDUGQXPEHUVDVLPSHUFHSWLEOH DQGVRDVQRW
DPRQJWKHWKLQJVZHFDQVHH :HGRVXSSRVHWKDWZHFDQSHUFHLYH UHSUHĦ
VHQWDWLRQV RIQXPEHUVĪHJ LQVWDQFHVRIWKHQXPHUDOµ¶ ZKHWKHULQFKLOG¶V
WR\IRUP ZULWWHQGRZQ RUVRPHRWKHUIRUPī %XWWKDWLVQRWWKHVDPH
DVVXSSRVLQJWKDWZHFDQVHHWKH QXPEHUV UHSUHVHQWHGE\VXFKUHSUHVHQWDĥ
WLRQV 0RUHRYHU ZHGRVXSSRVHWKDWZHFDQVHH VD\ WZRHJJV 2QVRPH
RFFDVLRQVLWPLJKWEHWKDWLQVHHLQJWZRHJJV WKHIDFWWKDWWKHUHDUH WZR
HJJVUHJLVWHUVZLWKRQH %XWZHZRXOGQ¶WWDNHWKLVWRDGGXSWRVHHLQJWKH
QXPEHUWZR
)XUWKHUPRUH LQWXLWLYHO\ QXPEHUVDUHQRWHYHQ SRWHQWLDO REMHFWVRIYLĥ
VLRQ 7KDWLV ZHGRQ¶WWKLQNWKDWZHFRXOGVHHQXPEHUVLIRQO\WKHUHZHUH
DVXSHUIRUPRIODVHUH\HVXUJHU\ 2ULIRQO\ZHFRXOGEXLOGDSRZHUIXO
HQRXJKPLFURVFRSHRUWHOHVFRSH 2ULIRQO\ZHFRXOGVRPHKRZUHPRYH
ZKDWHYHULWLVWKDWRFFOXGHVWKHQXPEHUV 1XPEHUV ZHWDNHLW DUHMXVW
QRWWKHVRUWVRIWKLQJVWKDWFDQEHSHUFHLYHG HYHQLQLGHDOSHUFHSWXDOFLUĥ
FXPVWDQFHV 1XPEHUV WKHQ DUHWKXVQRWHYHQSRWHQWLDOREMHFWVRIYLVXDO
SHUFHSWLRQ Ī$WOHDVW WKDWLVRXURUGLQDU\YLHZRIWKHPDWWHUī :K\GR
ZHWKLQNWKDWQXPEHUVDUHLQDFFHVVLEOHWRYLVLRQ"
2QHLGHDKHUHLVWKDWZHUHJDUGQXPEHUV LQVRIDUDVZHWDNHWKHPWR
H[LVWDWDOO DV³DEVWUDFWHQWLWLHV´ DQGWKLVLVZK\ZHWKLQNWKH\FDQ¶WEH
VHHQ ,WVWULNHVPHWKDWWKHUHLVVRPHWKLQJULJKWDQGLQWXLWLYHDERXWWKLV
OLQHRIWKRXJKW EXWLWLVWRRXQVSHFL¿FDVLWVWDQGV 6LQFHLWLVQRWREYLRXV
ZKDWLWPHDQVIRUVRPHWKLQJWREHDEVWUDFW DQGVRQRWREYLRXVKRZWR
GUDZDPHDQLQJIXOGLVWLQFWLRQEHWZHHQDEVWUDFWDQGFRQFUHWH %XWRQH
LGHDWKDWPLJKWXQGHUO\WKHWKRXJKWLVWKDWQXPEHUV LQVRIDUDVZHFRQĥ
FHLYHRIWKHPDVWKLQJV DUHQRWFRQFHLYHGWREHVSDWLDOWKLQJV DQGWKDW
LVZK\ZHGRQ¶WWKLQNZHFDQVHHWKHP Ī$ VSDWLDOWKLQJ DV,¶PXQGHUĥ
VWDQGLQJWKHQRWLRQ LVVRPHWKLQJZKLFKLVLQVRPHVHQVHLQħHJ H[LVWV
LQ RFFXUVLQ WDNHVSODFHLQħSXEOLFSK\VLFDOVSDFHī ,QWXLWLYHO\ LQVRIDUDV

ZHDUHZLOOLQJWRVXSSRVHWKDWQXPEHUVH[LVW ZHGRQ¶WVXSSRVHWKDWWKH\
DUHORFDWHGRUORFDWDEOHLQVSDFH 7KHQXPEHUHOHYHQWKXVGLɱHUVIURP
WKHµ¶VLJQRQP\IURQWGRRU 7KHGRRUVLJQLV RQP\GRRU LWLV WKHUH QRZ
%XWWKH QXPEHU HOHYHQLVSODFHOHVV
2QHVXJJHVWLRQ WKHQ LVWKDWDWOHDVWSDUWRIZKDWXQGHUOLHVRXUSUHĥ
WKHRUHWLFFRPPLWPHQWWRWKHLGHDWKDWQXPEHUVDUHQRWSRWHQWLDOREMHFWV
RIYLVXDOSHUFHSWLRQĪDQGLWVPDQLIHVWDWLRQLQRXURUGLQDU\WDONī LVWKDW
ZHGRQ¶WUHJDUGWKHPDVVSDWLDOHQWLWLHV :HPLJKWVXSSRVH WKHQ WKDWZH
DUHFRPPLWWHGWRWKHLGHDWKDWRQO\VSDWLDOHQWLWLHVFDQEHREMHFWVRIYLĥ
VXDOSHUFHSWLRQ Ī, DPQRWFODLPLQJWKDWQRQĥVSDWLDOLW\LVWKH RQO\ UHOHYDQW
IDFWRUXQGHUO\LQJRXUFRPPLWPHQWWRWKHLGHDWKDWQXPEHUVDUHLQDFFHVĥ
VLEOHWRYLVLRQħ, PHQWLRQDQRWKHUUHOHYDQWIDFWRUEHORZ DQGWKHUHDUH
QRGRXEWRWKHUUHOHYDQWIDFWRUVī
,WVHHPVSODXVLEOHWRVXSSRVHWKDW LQRXURUGLQDU\FRQFHSWLRQRIYLVXDO
SHUFHSWLRQ ZHWLHEHLQJDSRWHQWLDOREMHFWRIYLVXDOSHUFHSWLRQWREHLQJ
DVSDWLDOHQWLW\ $IWHUDOO HQWLWLHVZKLFKDUHFOHDUO\DQGSDUDGLJPDWLFDOO\
SRWHQWLDOREMHFWVRIYLVXDOSHUFHSWLRQĪVXFKDVWKRVHPHQWLRQHGDERYHī
DUHVSDWLDOHQWLWLHV ,QGHHGWKHLGHDWKDWVHHLQJFRXOGUHODWHXVWRDQRQĥ
VSDWLDOHQWLW\LVVLPSO\TXLWHREVFXUHħHYHQLIZHWKLQNWKHUHDUHQRQĥ
VSDWLDOHQWLWLHV
7KHLGHDWKDWSRWHQWLDOREMHFWVRIYLVXDOSHUFHSWLRQDUHVSDWLDOHQWLĥ
WLHVFRQQHFWVXSZLWKVRPHWKLQJZKLFKLVERXQGWRJRLQWRGHWHUPLQLQJ
RXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ WKHZD\LQZKLFKRUGLQDU\
YLVXDOSHUFHSWLRQVWULNHVXV 0RUHVSHFL¿FDOO\ YLVXDOSHUFHSWLRQVWULNHV
XVDVVSDWLDOLQDZD\WKDWPDNHVVHQVHRIWKHLGHDWKDWLWVREMHFWVPXVW
EHVSDWLDOHQWLWLHV 7KLVREVHUYDWLRQIXUWKHUVXSSRUWVWKHVXJJHVWLRQWKDW
ZHDUHFRPPLWWHGWRWKHLGHDWKDWWKHREMHFWVRIYLVXDOSHUFHSWLRQPXVW
EHVSDWLDO /HWPHHODERUDWHRQWKLV
$V 6WUDZVRQĪī QRWHVIROORZLQJ $\HUĪīZHKDYHDFRQFHSWLRQ
RIWKHZRUOG µDVFRQWDLQLQJREMHFWVĬPRUHEURDGO\ HQWLWLHVĭ YDULRXVO\
SURSHUWLHG ORFDWHGLQDFRPPRQVSDFHDQGFRQWLQXLQJLQWKHLUH[LVWHQFH
LQGHSHQGHQWO\RIRXULQWHUUXSWHGDQGUHODWLYHO\ÀHHWLQJSHUFHSWLRQVRI
WKHP¶ ĪS ī $QGFUXFLDOO\ IRURXUSXUSRVHVKHUH ZHWKLQNWKDWLQ
YLVXDOSHUFHSWLRQZHVHHDVSHFWVRIWKHZRUOGVRFRQFHLYHG LQWKHVSDFHV
WKH\RFFXS\ĪRUREWDLQLQ RUWDNHSODFHLQī $V6WUDZVRQDOVRVD\VµPDWXUH
VHQVLEOHH[SHULHQFHĪLQJHQHUDOīSUHVHQWVLWVHOIDV LQ.DQWLDQSKUDVH DQ

LPPHGLDWH FRQVFLRXVQHVVRIWKHH[LVWHQFHRIWKLQJVRXWVLGHXVĬZKLFKLVWR
VD\ LQSXEOLFPLQGĥLQGHSHQGHQWVSDFHĭ¶ĪS ī
, WKLQN6WUDZVRQ¶VUHPDUNVKHUHJHWWRWKHKHDUWRIVRPHDVSHFWVRI
KRZZHRUGLQDULO\WKLQNRIYLVXDOSHUFHSWLRQ , WKLQNZHFDQHODERUDWH
RQSDUWRIZKDW6WUDZVRQZDQWVWRFRQYH\DVIROORZV 9LVXDOSHUFHSWLRQ
VWULNHVXVLQWKLVZD\ WKHWKLQJVZHVHHDUHSUHVHQWWRXVLQD¿HOGRIYLĥ
VLRQħDUHJLRQRIVSDFHħZKLFKZHDUHDZDUHRI 0RUHRYHU VHHLQJVWULNHV
XVDVDVWDWHLQZKLFKZHWDNHLQ RUDUHRSHQWR ZKDWZHUHJDUGDVDUHĥ
JLRQRIVSDFH³RXWWKHUH´ SRSXODWHGE\HQWLWLHVRIYDULRXVGLɱHUHQWVRUWV
VSDWLDOO\ DUUD\HG 6R LQVRIDUDVZHWDNHYLVXDOSHUFHSWLRQWRLQYROYHD
¿HOGRIYLVLRQ ZHGRQ¶WWDNHLWWREHVRPHSULYDWHPLQGĥGHSHQGHQWWZRĥ
GLPHQVLRQDOSXUHO\SKHQRPHQRORJLFDOVSDFHĪZKLFKLVKRZVRPHVHQVHĥ
GDWXPWKHRULVWVWKLQNRILWī :HUHJDUGRQH¶V¿HOGRIYLVLRQDWDWLPHDV
VLPSO\DUHJLRQRISXEOLFVSDFHSRSXODWHGE\PLQGĥLQGHSHQGHQWVSDWLDO
HQWLWLHV Ī)RUKHOSIXOGLVFXVVLRQRIWKHLGHDRIWKH¿HOGRIYLVLRQDVDUHĥ
JLRQRISXEOLFVSDFHVHH 0DUWLQĪī S  DQG 5LFKDUGVRQĪīī
+HUHDUHWKUHHEULHIUHPDUNVZKLFK, WDNHWRSURYLGH SULPDIDFLH VXSĥ
SRUWIRUWKHLGHDWKDWLQVRIDUDVZHFRQFHLYHRIYLVXDOSHUFHSWLRQDVLQĥ
YROYLQJD¿HOGRIYLVLRQDWDWLPH ZHFRQFHLYHRIWKDWLQWHUPVRIDSXEOLF
UHJLRQRIVSDFHZKLFKZHDUHDZDUHRIDWWKDWWLPH
)LUVW FRQVLGHU-DFNDQG-LOOVLWWLQJRQDEHDFK QH[WWRHDFKRWKHU
ORRNLQJRXWWRWKHVHD %HFDXVHRIWKHLUSUR[LPLW\ZHWKLQNWKDWWKH\DUH
YLVXDOO\UHFHSWLYHWRSUHWW\PXFKWKHVDPHUHJLRQRISXEOLFVSDFH 7KDW
LV WKHVSDFHZKLFKFRQVWLWXWHV-DFN¶V¿HOGRIYLVLRQDW t ODUJHO\LQWHUVHFWV
ZLWKWKHVSDFHZKLFKFRQVWLWXWHV-LOO¶V¿HOGRIYLVLRQDW t ĪWKRXJKWKH\DUH
HDFKDZDUHRIVRPHUHJLRQVRIVSDFHWKDWWKHRWKHULVQ¶Wī ,I-LOOWXUQVKHU
KHDG DQG-DFNGRHVQ¶W WKHQ-DFNDQG-LOOZRQ¶WKDYHRYHUODSSLQJ¿HOGVRI
YLVLRQ Ī7KHVDPHLVWUXHLI VD\ -DFNUXQVDZD\ DQG-LOOVWD\VSXWī :H
UHJDUG-DFNDQG-LOO¶VSHUFHSWXDOVLWXDWLRQDVRQHLQZKLFKWKH\DUHLQD
SRVLWLRQWRVHHYDULRXVHQWLWLHVLQUHJLRQVRIWKHSXEOLFVSDFHWKH\RFFXS\
DQGDUHYLVXDOO\RSHQWR ,IDERDWFRPHVWRZDUGVWKHPWKH\FDQERWK
VHH LWħWKHVDPHERDWħEHFDXVHLWLVORFDWHGLQDUHJLRQRIVSDFHZKLFK
LVFRPPRQWRWKHLUUHVSHFWLYH¿HOGVRIYLVLRQ 7KDWZHFDQVWUDLJKWIRUĥ
ZDUGO\PDNHVHQVHRIWKLVSHUFHSWXDOVLWXDWLRQLQGLFDWHVWKDWZHUHJDUG
VXFKYLVXDOVSDFHVħ¿HOGVRIYLVLRQRUYLVXDO¿HOGVħDVSXEOLFVSDFHV

6HFRQG VXSSRVHWKDWLQORRNLQJRXWWRWKHVHD-LOOQRWLFHVDFUDERQ
WKHVDQG VFXWWOLQJDZD\ 6KHPRYHVRXWWRFDSWXUHWKHFUDE ,QWXLWLYHO\
ZHWKLQNWKDW-LOOPRYHVWKURXJKWKHYHU\VDPHVSDFH RUDUHJLRQRIWKH
VSDFH LQZKLFKVKHVDZWKHFUDE 7KHVSDFHLQZKLFKVKHDFWVLVĪRUDWOHDVW
LQFOXGHVīWKHVSDFHLQZKLFKVKHLQLWLDOO\FDXJKWVLJKWRIWKHFUDEħWKH
VSDFHZKLFKSDUWLDOO\FRQVWLWXWHGKHU¿HOGRIYLVLRQZKHQVKHVDZWKH
FUDE 6LQFHRXURUGLQDU\YLHZLVWKDWZHDFWLQSXEOLFSK\VLFDOVSDFH WKLV
VXJJHVWVWKDWZHDOVRUHJDUGYLVXDO¿HOGVDVFRQVWLWXWHGE\VXFKUHJLRQVRI
VSDFH Ī7KLV , WDNHLW LVSDUWRIZKDWJRHVLQWRRXUSUHĥWKHRUHWLFXQGHUĥ
VWDQGLQJRIKRZYLVLRQFDQJXLGHDFWLRQī
7KLUG ZHWKLQNRIYLVLRQDVRQHRIWKHSULPDU\ZD\VZHKDYHRINQRZĥ
LQJWKHORFDWLRQVRIWKLQJV , NQRZZKHUHħLQSXEOLFVSDFHħWKHOHPRQ
LVULJKWQRZ +RZ" , FDQVHHZKHUHLWLVĪHJ UHODWLYHWRWKHERRNV RU
P\VHOIī ,WLVYLVLEO\ WKHUH RQWKHGHVN YLVLEO\ QH[WWR WKHERRNV YLVLEO\ LQ
ɷRQWRIPH DQGVRRQ , ORRNLQWRP\JDUGHQ WKHUHDUHWZRVKHGVDWVRPH
GLVWDQFHLQIURQWRIPH 7KHJUHHQVKHGĪWRP\OHIWī DQGWKHEOXHVKHG
ĪWRP\ULJKWī , VHHWKHVKHGV DQG, NQRZZKHUHWKH\DUHDV, FDQVHH
ZKHUHWKH\DUHUHODWLYHWRHDFKRWKHUDQGP\VHOI Ī, DPWKXVLQDSRVLWLRQ
WRPRYHWRZDUGVHLWKHUVKHG LQDSXUSRVHIXODQGDFFXUDWHZD\ JXLGHGE\
P\YLVLRQī 7KHUHDUHDOVRĪDWOHDVWīWZRYLVLEOHHYHQWVKDSSHQLQJLQP\
JDUGHQ 7KHFDWVDUH¿JKWLQJ DQGWKHGRJVDUH¿JKWLQJ , NQRZZKHUH
HDFKHYHQWLVWDNLQJSODFH SDUWO\RZLQJWRZKDW, FDQKHDU EXWDOVREHĥ
FDXVH, FDQVHHZKHUHWKHVHHYHQWVDUHWDNLQJSODFH Ī, FDQYLVXDOO\ORFDWH
WKHHYHQWVī 7KHFDWVDUH¿JKWLQJQHDUWKHJUHHQVKHG DQGWKHGRJVDUH
¿JKWLQJQHDUWKHEOXHVKHG 7KHUHLVQRZDSRRORIEORRGLQWKHPLGGOHRI
WKHJDUGHQħWKHGRJVWXUQHGRQWKHFDWV , FDQVHHWKDWWRRħVRPHTXDQĥ
WLW\RIVWXɱ ,WWRRLVDVSDWLDOHQWLW\ , NQRZZKHUHLWLVĪLQWKHPLGGOHRI
WKHJDUGHQīEHFDXVH, FDQVHHLW ZKHUHLWLV
, WDNHLWWKDWSDUWRIZKDWJRHVLQWRRXUSUHĥWKHRUHWLFXQGHUVWDQGLQJ
RIKRZZHFDQKDYHVXFKYLVXDOO\EDVHGORFDWLRQNQRZOHGJHħNQRZOHGJH
LQZKLFKZHNQRZZKHUHWKLQJVDUHLQ SXEOLF VSDFHħLVDFRQFHSWLRQRI
YLVXDOSHUFHSWLRQLQZKLFKWKHVSDWLDOWKLQJVZHVHHDUHSUHVHQWHGWRXV
LQDUHJLRQRISXEOLFVSDFHRIZKLFKZHDUHDOVRDZDUHĪDUHJLRQRIVSDFH
ZKLFKIXQFWLRQVDVD¿HOGRIYLVLRQī
:HWKLQNWKDWLQYLVXDOSHUFHSWLRQ DWKLQJLVYLVLEOHWRRQHħVHHQE\
RQHħRQO\LQVRIDUDVLWLVDQHOHPHQWRIWKHSXEOLFUHJLRQRIVSDFHZKLFK

FRQVWLWXWHVRQH¶V¿HOGRIYLVLRQ $V 0DUWLQĪīVD\V
7KH¿HOGRIYLVLRQGHOLPLWVDUHJLRQRIVSDFHDWDWLPHZLWKLQ
ZKLFKRQHPD\YLVXDOO\H[SHULHQFHREMHFWVĬHQWLWLHVĭ QRREĥ
MHFWRXWVLGHWKH¿HOGFDQEHH[SHULHQFHGZLWKRXWLWVHLWKHU
PRYLQJZLWKLQWKH¿HOG RUWKH¿HOGLWVHOIEHLQJDOWHUHGE\
PRYLQJRQH¶VJD]H¶ĪS ī
6RLWVHHPVWKDWRQRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQYLVLEOH
HQWLWLHVDUHVSDWLDOHQWLWLHV VLQFHRQO\VSDWLDOHQWLWLHVFDQEHHOHPHQWVRI
SXEOLFUHJLRQVRIVSDFH $ QXPEHUFDQQRWEHLQDUHJLRQRISXEOLFSK\VLFDO
VSDFHħ³RXWWKHUH´ ,WWKXVFDQ¶WEHLQRQH¶V¿HOGRIYLVLRQDWDQ\WLPH DV
ZHRUGLQDULO\XQGHUVWDQGVXFK¿HOGV 7KLVLVDWOHDVWSDUWRIZK\ZHGRQ¶W
VXSSRVHWKDWQXPEHUVFDQEHVHHQħ\HWVRPHUHSUHVHQWDWLRQVRIWKHP
FDQ
7KHXVH,¶YHPDGHRIVRPHTXRWHVIURP0DUWLQDERYHLVVOLJKWO\PLVĥ
OHDGLQJ VLQFHKHWDNHVLWWKDWYLVXDOSHUFHSWLRQLQYROYHVDYLVXDO¿HOGLQ
QRUPDO FDVHV EXWKHLVVFHSWLFDOWKDWWKLVKROGVIRUYLVLRQLQJHQHUDOĪVHH
HJ 0DUWLQĪī S ī , WKLQNWKDWRXURUGLQDU\FRPPLWPHQWWR
WKHLGHDWKDWYLVXDOSHUFHSWLRQLQYROYHVD¿HOGRIYLVLRQLVSODXVLEO\FRQĥ
VWUXHGDVDFRPPLWPHQWDERXWVHHLQJHQWLWLHVLQJHQHUDO $QG, WKLQN
WKDWLWLVZKDWXQGHUOLHVRXUFRPPLWPHQWWRWKHLGHDWKDWZHVHHRQO\VSDĥ
WLDOHQWLWLHV %XW, DGPLWWKDWWKHFRPPLWPHQWFRPHVIURPKRZQRUPDO
FDVHVRIYLVXDOSHUFHSWLRQVWULNHXV 6R RQHPLJKWOHJLWLPDWHO\ZRQGHU
ZKHWKHUWKHFRPPLWPHQWZLWKVWDQGVVFUXWLQ\LQWKHOLJKWRI³DEQRUPDO´
FDVHVRIYLVXDOSHUFHSWLRQLQZKLFKWKHUHDUHVSDWLDOSHUFHSWXDOGH¿FLWV"
Ī,ILWGRHVQ¶W RQHPLJKWWKHQZRQGHUZKHWKHU, DPULJKWWRFODLPWKDWZH
DUHFRPPLWWHGLQWKHZD\, FODLPZHDUHī %XW, WKLQNWKHFRPPLWPHQW
GRHVZLWKVWDQGVXFKVFUXWLQ\ EXWWKLVLVVRPHWKLQJ,¶YHDUJXHGIRUHOVHĥ
ZKHUH VR,¶OOIRUJRGLVFXVVLQJLWIXUWKHUKHUHĪVHH )UHQFKĪ)RUWKFRPLQJī
HVSHFLDOO\VHFWLRQRQ%DOLQW¶V6\QGURPHī
2QHPD\DGYDQFHDWKHRU\RISHUFHSWLRQZKLFKVWDWHVWKDWZHGRQ¶W
HYHUVHHVXFKDVSHFWVRIWKHZRUOGħDWOHDVW ZHGRQ¶W³VWULFWO\VSHDNLQJ´
VHHVXFKDVSHFWVRIWKHZRUOG 6RPHYHUVLRQVRIWKHDUJXPHQWIURPLOOXĥ
VLRQDLPWRGHOLYHUVXFKDQHJDWLYHFODLP 7KHDUJXPHQWPD\WKHQDOVR
EHVXSSOHPHQWHGE\DIXUWKHUSRVLWLYHFODLPWRWKHHɱHFWWKDWZKDWZH
³UHDOO\´VHHDUHVHQVHĥGDWD RU,GHDV Ī)RUKHOSIXOGLVFXVVLRQVHH 6QRZGRQ

Īīī :KDWHYHUWKHSKLORVRSKLFDOPHULWVRIVXFKDUJXPHQWVDQGWKH
WKHRULHVWKDWJRZLWKWKHP WKH\IDOVLI\RXURUGLQDU\XQGHUVWDQGLQJRI
YLVXDOSHUFHSWLRQ Ī7KLVLVSUHVXPDEO\SDUWRIZK\YHUVLRQVRIWKHDUJXĥ
PHQWIURPLOOXVLRQDUHVHHQDVSRVLQJFKDOOHQJHVZRUWK\RISKLORVRSKLFDO
VFUXWLQ\ī 6XFKYLHZVFHUWDLQO\GRQ¶WVLWFRPIRUWDEO\ZLWKKRZYLVXDOSHUĥ
FHSWLRQVWULNHVXVZKHQZHUHÀHFWXSRQWKHYLVXDOH[SHULHQFHVZHKDYH
LQYLVXDOSHUFHSWLRQ $V6WUDZVRQQRWHV WKHPRVWIDLWKIXOGHVFULSWLRQV
RIWKHFKDUDFWHURIWKHYLVXDOH[SHULHQFHVQRUPDOSHUFHLYHUVKDYHZKHQ
VHHLQJW\SLFDOO\PDNHUHIHUHQFHWRWKLQJVĪDQGWKHLUIHDWXUHVīZKLFKZH
WDNHWREHDVSHFWVRIWKHPLQGĥLQGHSHQGHQWVSDWLRWHPSRUDOZRUOG )RU
LQVWDQFH FRQVLGHU
DQRQĥSKLORVRSKLFDOREVHUYHUJD]LQJLGO\WKURXJKDZLQGRZ
7RKLPZHDGGUHVVWKHUHTXHVW³*LYHXVDGHVFULSWLRQRI\RXU
FXUUHQWYLVXDOH[SHULHQFH´ RU³+RZLVLWZLWK\RX YLVXDOO\ DW
WKHPRPHQW"´ 8QFDXWLRQHGDVWRH[DFWO\ZKDWZHZDQW KH
PLJKWUHSO\LQVRPHVXFKWHUPVDVWKHVH ³, VHHWKHUHGOLJKW
RIWKHVHWWLQJVXQ¿OWHULQJWKURXJKWKHEODFNDQGWKLFNO\FOXVĥ
WHUHGEUDQFKHVRIWKHHOPV , VHHWKHGDSSOHGGHHUJUD]LQJLQ
JURXSVRQWKHYLYLGJUHHQJUDVV«´DQGVRRQĪS ī
,QJLYLQJVXFKGHVFULSWLRQVZHUHYHDODFRPPLWPHQWWRWKHLGHDWKDWZH
FDQVHHDVSHFWVRIDPLQGĥLQGHSHQGHQWVSDWLDOZRUOGĪJLYHQWKDWZHFRQĥ
FHLYHRIWKLQJVVXFKDVUHGOLJKW WUHHEUDQFKHV JURXSVRIGHHU DQGVRRQ
DVDVSHFWVRIDPLQGĥLQGHSHQGHQWVSDWLDOZRUOGī
, WDNHLWWKDWZHGRQ¶WVXSSRVHWKDWEHLQJDVSDWLDOHQWLW\LVDVXɷĥ
FLHQWFRQGLWLRQIRUEHLQJDSRWHQWLDOREMHFWRIYLVXDOSHUFHSWLRQ &RQVLGHU
VPHOOVRURGRXUV $V %DWW\ĪīQRWHV
$OWKRXJKLWJHQHUDOO\JRHVXQQRWLFHG ZHXVHµVPHOO¶DQGµRGRU¶
LQERWKSURSHUW\ĥWDONDQGREMHFWĥWDON DQGLQWHUFKDQJHDEO\LQ
HDFK« -XVWDVZHPLJKWVSHDNRIDÀRZHUDVKDYLQJDYLEUDQW
FRORU ZHPLJKWDOVRVSHDNRIWKDWÀRZHUDVKDYLQJDQLFHVPHOO
RUDSOHDVDQWRGRU ,QHDFKFDVH LWZRXOGVHHP ZHDWWULEXWH
DSURSHUW\WRWKHÀRZHUĦDFRORULQWKHYLVXDOFDVHDQGZKDW
ZHFDOOERWKDVPHOODQGDQRGRULQWKHROIDFWRU\RQH %XWZH
DOVRXVHµRGRU¶DQGµVPHOO¶WRUHIHUWRREMHFWV )RUH[DPSOH ZH

VD\WKDWWKLQJVHPLW RUJLYHRɱ RGRUV 6LPLODUO\ ZHVD\WKDW
VPHOOVVSUHDGWKURXJKVSDFH WKDWWKH\GULIWIURPRQHUHJLRQ
RIVSDFHWRDQRWKHU 7KHVPHOORISDLQWPLJKWGULIWWKURXJK
WKHDLU VSUHDGLQJWKURXJKRXWDEXLOGLQJ :KHQZHVD\WKLQJV
OLNHWKLV ZKDWZHLQWHQGWRFRQYH\LVWKDWVRPHHQWLW\LVPRYĥ
LQJWKURXJKWKHDWPRVSKHUH RUDWOHDVWJURZLQJZLWKLQLW ,W
LVVWDQGDUGSUDFWLFHDPRQJVWVFLHQWLVWVWRUHIHUWRWKHVHHPDĥ
QDWLRQVDVRGRUVĪS ī
2QH  WKLQJ  WKDW %DWW\ KLJKOLJKWV KHUH  LV  WKDW  WKHUH  LV  DQ  LQWHOOLJLEOH
FRPPRQĥVHQVHSHUVSHFWLYHRQZKLFKVPHOOVRURGRXUVDUHREMHFWVRID
FHUWDLQVRUW DVRSSRVHGWRSURSHUWLHVĪIRUWKHFXUUHQWSXUSRVHVZHGRQ¶W
QHHGWRZRUU\DERXWZKDWVRUWRIREMHFWDVPHOORURGRXULVī 2QVXFK
DFRQFHSWLRQVPHOOVDUHORFDWHGLQVSDFH 7KHVPHOORIWKHSDLQW WKDW
SDUWLFXODURGRXU LV LQ WKHURRP $GPLWWHGO\ LWRFFXSLHVVSDFHGLɱHUHQWO\
WRKRZWKHFKDLULQWKHURRPGRHV LW ÀʃV WKHURRP DQGVHHSVRXWRIWKH
URRPLIXQREVWUXFWHG %XWFDQZH VHH WKHSDUWLFXODURGRXUHPLWWHGE\WKH
SDLQW"
,WVRXQGVYHU\RGGWRVXSSRVHWKDWRQHPLJKWVHHDSDUWLFXODUVPHOO
RURGRXU , WDNHLWWKDWLQVRIDUDVZHDUHZLOOLQJWRFRQFHLYHRIVPHOOVDV
VSDWLDOHQWLWLHV ZHGRQ¶WVXSSRVHWKDWWKH\DUHDPRQJWKHYLVLEOHVSDWLDO
HQWLWLHV :HFDQVHHWKHSDLQWZKLFKVPHOOV EXWQRWWKHVPHOOWKHSDLQW
HPLWV ,WLVGLɷFXOWWRPDNHVHQVHRIVHHLQJDVPHOO MXVWDVLWLVGLɷFXOWWR
PDNHVHQVHRIVHHLQJDQXPEHU %XWLQWKLVFDVHLWLVQRWEHFDXVHZHGRQ¶W
WDNHVPHOOVWREHVSDWLDOHQWLWLHV :HDUHVXSSRVLQJWKDWWKH\DUH :KDW
PLJKWH[SODLQRXUFRPPLWPHQWWRWKHLGHDWKDWVPHOOVDUHQRWSRWHQWLDO
REMHFWVRIYLVXDOSHUFHSWLRQ"
$ SODXVLEOHH[SODQDWLRQIRUZK\ZHGRQ¶WVXSSRVHWKDWWKHVPHOORIWKH
SDLQWFDQEHVHHQLVWKDWZHGRQ¶WVXSSRVHWKDWVPHOOVWKHPVHOYHVFDQKDYH
ORRNV 7KDWLV ZHGRQ¶WVXSSRVHWKDWWKHSDUWLFXODUVPHOOFRPLQJIURP
WKHSDLQWORRNVDQ\ZD\DWDOO 7KHZD\VWKLQJVORRNJURXQGWKHZD\VZH
WDNHWKHPWREHYLVLEO\VLPLODURUGLɱHUHQWWRRWKHUWKLQJV DQGWKHVHDUH
QRWLRQVWKDWMXVWGRQ¶WDSSO\WRVPHOOV ,WGRHVQ¶WPDNHVHQVHWRZRQGHU
ZKHWKHUWKHVPHOORIWKHSDLQWLQWKHURRPLV YLVLEO\ VLPLODURUGLɱHUHQWWR
WKHVPHOORIEDFRQLQWKHQH[WURRPħWKRVHVPHOOVGRQ¶WORRNDQ\ZD\V
WKHUHLVQRWKLQJWRJURXQGDMXGJHPHQWRIYLVLEOHVLPLODULW\RUGLɱHUHQFH

7KH\ VPHʃ GLɱHUHQW LQVRPHUHVSHFWV
7KHSDLQWLQWKHWLQ RQWKHRWKHUKDQG ORRNVYDULRXVZD\V )RULQĥ
VWDQFH LWKDVDFULPVRQORRN DQGORRNVOLNHFULPVRQSDLQWĪLWDOVRORRNV
OLNHFULPVRQVRXS EXWLWKDVDYLVLEOHWKLFNQHVVVXFKWKDWLWGRHVQ¶WORRN
OLNHFULPVRQZDWHUī 7KHSDLQWHGZDOOORRNVYDULRXVZD\V )RULQVWDQFH
LWWRRORRNVFULPVRQ DQGOLNHDFULPVRQZDOO %XWDOVRLWORRNVYDULRXV
ZD\VWKDQNVWRWKHWH[WXUDOSURSHUWLHVLWKDV WKHEULFNVVKRZWKURXJK VR
LWKDVDEULFN\ORRNWRLWVVXUIDFH LWLVWKXVYLVLEO\GLɱHUHQWWRDW\SLFDO
ORRNLQJSODVWHUERDUGHGZDOO 7KHZDOOORRNVFHUWDLQZD\VWKDQNVWRLWV
H[WHQWĪDQGRWKHUVSDWLDOSURSHUWLHVLWKDVī ,WLVDYDVWZDOO WKHURRPKDV
DKLJKFHLOLQJ DQGWKLVPDNHVWKHZDOOORRNGLɱHUHQWWRDZDOOLQDVPDOO
SRN\ÀDW 7KHVPHOORIWKHSDLQWGRHVQ¶WORRNDQ\ZD\DWDOO $QGWKLVLV
DWOHDVWSDUWRIZK\ZHGRQ¶WFRXQWLWDVDYLVLEOHHQWLW\
0DWHULDO  WKLQJV TXDQWLWLHVRIVWXɱ WKLQJV OLNHVKDGRZV UDLQERZV
OLJKW DQGVRRQDUHWKLQJVZHWKLQNFDQORRNVRPHZD\V :HFDQVSHFLI\
WKHZD\VXFKWKLQJVORRNLQPDQ\ZD\V EXWQRWDEO\ZLWKUHIHUHQFHWREDVLF
YLVLEOHTXDOLWLHVVXFKDVFRORXU VKDSH WH[WXUH DQGVRRQ %XWZKDWDERXW
HYHQWV" 7KLQJVDUHQRWDVVWUDLJKWIRUZDUGZLWKHYHQWV &RQVLGHUVRPHĥ
WKLQJWKDWKDSSHQHGHDUOLHUWRGD\ WKHOHPRQRQP\GHVNUROOHGRɱWKH
WDEOH , ZLWQHVVHGWKLVHYHQW 7KHZD\LWORRNHGZDVQ¶WGHWHUPLQHGE\LWV
FRORXU RULWV VKDSH RULWV WH[WXUH 7KHHYHQWGLGQ¶WKDYHVXFKTXDOLWLHV %XWLW
VWLOOORRNHGVRPHZD\ 7KHHYHQWLQTXHVWLRQZDVQRWDSHFXOLDULQVWDQFH
RILWVNLQG LWORRNHGOLNHHYHQWVRI WKDWNLQG W\SLFDOO\ORRNĪRIFRXUVHWKHUH
DUHPDQ\ZD\VLQZKLFKDSDUWLFXODUHYHQWFDQORRNWRHQGXSORRNLQJ WKDW
ZD\ī 7KHZD\WKHHYHQWORRNHGJURXQGVP\MXGJHPHQWWKDWLWZDVYLVLEO\
VLPLODUWRDQHYHQWWKDWKDSSHQHGWKHGD\EHIRUH QDPHO\ WKHRUDQJH¶V
UROOLQJRɱWKHWDEOH 7KRXJKLWZDVYLVLEO\YHU\GLɱHUHQWIURPDQRWKHU
WKLQJWKDWKDSSHQHGHDUOLHU QDPHO\ P\VSLOOLQJOHPRQMXLFHRQWKHWDEOH
Ī$ OHPRQUROOLQJRɱDWDEOHGRHVQ¶WXVXDOO\ORRNOLNHOHPRQMXLFHEHLQJ
VSLOOHGRQWKHWDEOHħVXFKHYHQWVWHQGWRORRNGLɱHUHQWī
2IWHQWKHZD\WKHHYHQWVZHVHHORRNZLOOEHGHWHUPLQHG DWOHDVWLQ
SDUW E\WKHZD\WKHLUFRQVWLWXHQWVORRNĪDQG PRUHVSHFL¿FDOO\ WKHZD\
WKHLUFRQVWLWXHQWVORRNLQYLUWXHRI¿JXULQJLQWKHHYHQWVWKH\¿JXUHLQ
LQWKHZD\WKH\GRī 3DUWRIZK\WKHOHPRQ¶VUROOLQJRɱWKHWDEOHORRNHG
VLPLODUWRWKHRUDQJH¶VUROOLQJRɱWKHWDEOHLVWKDWWKHOHPRQLQTXHVWLRQ
DQGWKHRUDQJHLQTXHVWLRQORRNHGVLPLODU LQWHUPVRIVL]HDQGWH[WXUH

ĪDQGWKHZD\VHDFKSLHFHRIIUXLWPRYHGħLQWHUPVRIVSHHG DQGWKHDQJOH
DWZKLFKWKH\PRYHG DQGVRħZHUHYLVLEO\VLPLODU WKLVWRRDGGHGWRWKH
VLPLODULW\LQORRNRIWKHHYHQWVī %XWWKRVHWZRHYHQWVGLGQ¶WORRN H[DFWO\
VLPLODU , GLGQ¶W TXLWH KDYHDVHQVHRI GpMjYX ZKHQ, ZLWQHVVHGWKHOHPRQ¶V
UROOLQJRɱWKHWDEOH DQGWKLVLVSDUWO\EHFDXVHWKHOHPRQORRNHGGLɱHUHQW
WRWKHRUDQJH LQWHUPVRIVKDSHDQGFRORXU
7KHSDUWLFXODUHYHQW,¶YHEHHQFRQVLGHULQJLVFRQVWLWXWHGE\DFKDQJH
LQ RUVRPHWKLQJKDSSHQLQJWR DOHPRQ 7KHOHPRQLVWKXVDFRQVWLWXHQWRI
WKHHYHQW EXWDOVRWKHVXEMHFW RUVXEVWUDWXPRIWKHHYHQW $V .DOGHURQ
ĪDīQRWHV QRWDOOYLVLEOHHYHQWVDUHVWUXFWXUHGDVVXFK )RULQVWDQFH
WKHÀDVKRIOLJKWHQLQJ, VDZLQWKHVWRUPODVWQLJKWħWKHUHZDVQROLJKWĥ
HQLQJWKDWÀDVKHG MXVWWKHÀDVKRIOLJKWHQLQJĪS ī 7KHHYHQWORRNHG
VRPHZD\WRPH 6XFKHYHQWV XQOLNHWKHRWKHUHYHQWV,¶YHEHHQFRQVLGĥ
HULQJ DUH DV.DOGHURQVD\VµXQXVXDOHYHQWV¶ :K\" µ7KH\DUHFRORUHG
EXWPRVWHYHQWVDUHQRWFRORUHGGHVSLWHKDYLQJFRORUHGSDUWLFLSDQWV¶ĪS
ī 7KHÀDVKRIOLJKWHQLQJ, VDZORRNHGVRPHZD\SDUWO\LQYLUWXHRI
LWVFRORXU ,WKDGDEULJKWZKLWHFRORXU DQGWKXVORRNHGGLɱHUHQWWRWKH
ÀDVKRIĪEOXHīOLJKW, ZLWQHVVHGZKHQ, VDZWKHDPEXODQFHZKL]]E\
3DUWLFXODUHYHQWVZKLFKFRXQWDVYLVLEOHORRNVRPHZD\V $QGVRPH
HYHQWVORRNVRPHZD\VSDUWO\LQYLUWXHRIWKHFRQVWLWXHQWVWKH\KDYHDQG
WKHZD\VWKHLUFRQVWLWXHQWVORRN 2WKHUVMXVWORRNVRPHZD\V 6PHOOV DQG
QXPEHUV GRQ¶WORRNDQ\ZD\VDWDOO QRUGRWKH\KDYHFRQVWLWXHQWVZKLFK
ORRNVRPHZD\V 2XUDSSUHFLDWLRQRIWKLVLVSDUWRIZK\ZHGRQ¶WVXSSRVH
WKDWVPHOOVDQGQXPEHUVDUHSRWHQWLDOREMHFWVRIYLVXDOSHUFHSWLRQ Ī7KH
FRQVLGHUDWLRQV, KDYHFRQVLGHUHGZLWKWKHH[DPSOHRIVPHOOV , WDNHLW
FRXOGEHUXQZLWKVRXQGVWRR FRQVLGHUHGDVVSDWLDOHQWLWLHVRIVRPHVRUW
VHH 2¶&DOODJKDQĪīī
$ IXUWKHU  VXJJHVWLRQ WKHQ LV  WKDW ZH SUHĥWKHRUHWLFDOO\  VXSSRVH
WKDWDVSDWLDOHQWLW\PXVWORRNVRPHZD\RUZD\VLILWLVWRFRXQWDV
D SRWHQWLDO REMHFW RI  YLVXDO SHUFHSWLRQ 7KLV  LV SUHVXPDEO\ EHFDXVH
ZKHQDQHQWLW\ LV DFWXDʃ\ VHHQ LW WKHUHE\ ORRNVVRPHZD\ WRRQH ,W
LV KDUGWRPDNHVHQVHRI HQWLWLHV ZKLFKGRQ¶W  WKHPVHOYHV  ORRNVRPH
ZD\ORRNLQJVRPHZD\WRDVXEMHFW Ī7KHUHLVPRUHRQWKHLGHDWKDW
VHHLQJ x UHTXLUHV x WRORRNVRPHZD\RUZD\V WRRQH LQVHFWLRQĪīEHORZī
2Q  WKH EDVLV  RI  WKLV  GLVFXVVLRQ  , WDNH  LW  WKDW  WKH  VHPDQWLF  VHOHFĥ

WLRQ  UHVWULFWLRQ JRYHUQLQJ  µVHH¶  LQ  WKH EDVLF SHUFHSWXDO  VHQVH FDQ EH
FDVKHGRXWE\REVHUYLQJWKDWLWLPSRVHVWKLVFRQGLWLRQ XVHVRIµS VHHV x¶
ZKHUHµVHH¶LVWKHEDVLFSHUFHSWXDOµVHH¶ FDQEHWUXHRQO\ZKHUHWKHWHUP
IRUµx¶GHQRWHVDYLVLEOHHQWLW\ DQHQWLW\ZKLFKLVVSDWLDODQGKDVORRNV
$QGWKHUHOHYDQWFRQGLWLRQLQWKHPDWHULDOPRGHWKDWZHDUHFRPPLWWHG
WRLQRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQLVWKXV WKHREMHFWV
RIYLVXDOSHUFHSWLRQDUHYLVLEOHHQWLWLHV WKH\DUHWKXVHQWLWLHVZKLFKDUH
VSDWLDO DQGZKLFKKDYHORRNV 7KHUHPD\EHPRUHWKDWJRHVLQWRDQ
HQWLW\EHLQJDSRWHQWLDOREMHFWRIYLVXDOSHUFHSWLRQ %XWLWVHHPVWKDWZH
SUHĥWKHRUHWLFDOO\WDNHDQHQWLW\¶VEHLQJVSDWLDODQGKDYLQJORRNVDVFHQWUDO
WRLWVYLVLELOLW\
8QVXUSULVLQJO\ JLYHQLWVPHDQLQJ VRPHRIWKHSURSHUWLHVRIµVHH¶LQ
WKHEDVLFSHUFHSWXDOVHQVHPDQLIHVWVRPHDVSHFWVRIRXURUGLQDU\FRQĥ
FHSWLRQRIYLVXDOSHUFHSWLRQ :HKDYHHQFRXQWHUHGWKLVLQWKHVHOHFWLRQ
UHVWULFWLRQZHKDYHEHHQFRQVLGHULQJ 7KHUHDUHYDULRXVRWKHUH[DPSOHV
LQWKHGLVFXVVLRQEHORZRIKRZDVSHFWVRIµVHH¶LQWKHEDVLFSHUFHSWXDO
VHQVHPDQLIHVWDVSHFWVRIRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ
%XWWKHEDVLFSHUFHSWXDOVHQVHRIµVHH¶LVQRWWKHRQO\SHUFHSWXDOVHQVHRI
µVHH¶ 7KHUHLVDIXUWKHUSHUFHSWXDOVHQVHRIµVHH¶UHOHYDQWWRXVKHUH 7KLV
IXUWKHUVHQVHRIµVHH¶LVDQHSLVWHPLFVHQVH VR,¶OOFDOOLWWKH HSLVWHPLFSHUFHSĦ
WXDOVHQVH 7RXQGHUVWDQGWKLVVHQVHLWKHOSV¿UVWWRXQGHUVWDQGKRZµVHH¶
DOVRKDVD QRQĦSHUFHSWXDO HSLVWHPLFVHQVHħZKDW,¶OOFDOOWKH SXUHO\HSLVWHPLF
VHQVH
 7KH(SLVWHPLF6HQVHVRI¶6HH·
/HW¶VFRQVLGHU¿UVWWKHVHQVHRIµVHH¶SUHVHQWLQWKHIROORZLQJH[DPSOHV
Īī 0DWWVSRNHFDUHIXOO\ SLFNLQJKLVZRUGVLQVXFKDZD\WKDW3LHWVDZ
WKDWKHZDVQRIULHQG RQHGLGQRWKDYHWRVSHDNVRFDUHIXOO\WR
IULHQGVĪDGDSWHGIURP $OPĥ$UYLXVĪī S ī
Īī 7KH\DUJXHGDERXWLW EXWLQWKHHQG-DQHVDZWKDW3HWHUZDVULJKW
ĪDGDSWHGIURP *LVERUQHĪī S ī
Īī , FDQVHHWKDW-DQH¶VDUJXPHQWLVYDOLG
,WLVFOHDUWKDWµVHH¶DVLWRFFXUVLQWKHVHH[DPSOHVLVQRWWKHEDVLFSHUFHSĥ
WXDOµVHH¶ ,WGRHVQ¶WPHDQ SHUFHLYHYLVXDʃ\ ,QWKHVHFRQVWUXFWLRQVµVHH¶

GRHVQ¶WKDYHDSHUFHSWXDOPHDQLQJDWDOO ĪīĦĪī FRXOGDOOEHWUXHRIDQ
LQGLYLGXDOZKRZDVEOLQG ,QWKHVHH[DPSOHVµVHH¶VHHPVWRKDYHPRUHRID
FRJQLWLYHPHDQLQJ %XWKRZDUHZHWRXQGHUVWDQGWKLVFRJQLWLYHPHDQLQJ
IXUWKHU"
,QWKHVHH[DPSOHVµVHH¶LVOLNHµEHOLHYHV¶RUµWKLQNV¶RQSURSRVLWLRQDO
UHDGLQJVRIWKRVHYHUEV LWDVFULEHVDSURSRVLWLRQDODWWLWXGH %XWLQWKHVH
FRQVWUXFWLRQVµVHH¶GRHVQ¶W MXVW PHDQ EHOLHYHV RU WKLQNV VLQFHLWSLFNVRXWD
IDFWLYH DWWLWXGH %HOLHYLQJWKDW p DQGWKLQNLQJWKDW p DUHQ¶WIDFWLYHDWWLĥ
WXGHV VLQFHDIDFWLYHDWWLWXGHLVDQDWWLWXGHRQHFDQKDYHRQO\WRWUXWKV
DQGRQHFDQEHOLHYH RUWKLQN WKDW p ZKHQ p LVQRWWUXH
)XUWKHUPRUH SDUDSKUDVHGDWDUHYHDOVWKDWWKHUHLVPRUHWRWKHPHDQĥ
LQJRIµVHH¶LQWKHVHFRQVWUXFWLRQVWKDQPHUHO\ EHOLHYHV DQG WKLQNV 5DWKHU
µVHH¶LQWKHVHFRQVWUXFWLRQVLVFORVHO\FRQQHFWHGLQPHDQLQJWRWKHPHDQĥ
LQJRIµNQRZ¶RQLWVSURSRVLWLRQDOUHDGLQJ
Īī¶ 0DWWVSRNHFDUHIXOO\ SLFNLQJKLVZRUGVLQVXFKDZD\WKDW3LHWVDZ
ĬUHDOL]HG XQGHUVWRRGĭWKDWKHZDVQRIULHQG RQHGLGQRWKDYHWR
VSHDNVRFDUHIXOO\WRIULHQGV
Īī¶ 7KH\DUJXHGDERXWLW EXWLQWKHHQG-DQHVDZĬNQHZ UHDOL]HGĭWKDW
3HWHUZDVULJKW
Īī¶ , FDQVHHĬ, NQRZ UHDOL]H XQGHUVWDQGĭWKDW-DQH¶VDUJXPHQWLVYDOLG
7KHDSSURSULDWHQHVVRIWKHURXJKSDUDSKUDVHVLQFOXGHGLQWKHEUDFNHWV
DERYHUHYHDOVWKDWLQWKHVHH[DPSOHVµVHH¶PHDQVVRPHWKLQJOLNH XQGHUVWDQG
RU UHDOL]H RU NQRZ $VVXFK XVHVRIµVHH¶LQWKLVVHQVHDVFULEHNQRZOHGJH
WKDW p RUDVWDWHZKLFKHQWDLOVVXFKNQRZOHGJHWR S ĪZKHUH p LVWKHSURSRĥ
VLWLRQH[SUHVVHGE\WKHUHOHYDQW7+$7 FODXVHī $VQRWHGDERYH ,¶OOFDOO
WKHVHQVHRIµVHH¶ZKLFKWKHVHH[DPSOHVH[HPSOLI\WKH SXUHO\HSLVWHPLFVHQVH
:HQRZQHHGWRXQGHUVWDQGWKHVHQVHRIµVHH¶VXJJHVWHGLQWKHIROORZĥ
LQJH[DPSOHV
Īī 6KHZDVSDOHWKHQH[WGD\DQGKHFRXOGVHHWKDWVKHKDGQRWVOHSW
Ī$OPĥ$UYLXVĪī S ī
Īī , VHHIURP\RXUQHZVSDJHVWKDWWKHIHDWXUH¿OPVDQGSDVW79 VKRZV
ZLOOVRRQEHRQWKHPDUNHWIRURZQHUVRIYLGHRFDVVHWWHUHFRUGHUV
Ī*LVERUQHĪī S ī

Īī , VHHE\WKHDQJOHRIWKHVXQWKDWWKHPRUQLQJLVDOPRVWHQGHGĪ*LVĥ
ERUQH S ī
Īī , VHHWKDW-DFNLVZHDULQJKLVSLQNVZHDWHUDJDLQ LWORRNVKRUULEOH
+RZVKRXOGZHWKLQNRIµVHH¶DVLWRFFXUVLQWKHVHH[DPSOHVĪRQWKHLUPRVW
QDWXUDOUHDGLQJVī" ,VWKHVHQVHRIµVHH¶LQWKHVHH[DPSOHVWKHEDVLFSHUFHSĥ
WXDOVHQVH" )RUGHVSLWHEHLQJVLPLODULQVWUXFWXUHWRWKHH[DPSOHVZKLFK
VXJJHVWWKHSXUHO\HSLVWHPLFVHQVH WKHVHH[DPSOHV XQOLNHWKRVHRWKHU
H[DPSOHV GR VXJJHVWDPHDQLQJRIµVHH¶DVVRFLDWHGZLWKYLVXDOSHUFHSWLRQ
:HZRXOGPRVWQDWXUDOO\WDNHDXVHRI Īī IRULQVWDQFH WREH LQSDUWDW
OHDVW DUHSRUWRQZKDWRQHFDQVHHZLWKWKHLUH\HV +RZHYHU DV *LVERUQH
ĪīDUJXHV WKHOLQJXLVWLFHYLGHQFHVXSSRUWVWKHFODLPWKDW ĪīĦĪī GRQ·W
LQYROYHWKHEDVLFSHUFHSWXDOVHQVHRIµVHH¶ĪWKLV GRHVQ·WPHDQWKDWLWLVQRWD
SHUFHSWXDO VHQVH MXVWWKDWLILWLV LWLVDGLVWLQFWSHUFHSWXDOVHQVHIURPWKH
EDVLFSHUFHSWXDOVHQVHī *LVERUQHUHDVRQVDVIROORZV
2QHZD\RIGLDJQRVLQJSRO\VHP\LVWRH[SORLWHYLGHQFHIURP
VHOHFWLRQUHVWULFWLRQV DQGWKHUHIHUHQWVRI7+$7 FODXVHVEHĥ
ORQJLQDGLɱHUHQWRQWRORJLFDOFODVVIURPWKLQJVDQGHYHQWV
Ĭ«ĭ7KHUHLVDUHDOGLɱHUHQFHEHWZHHQWKHH[DPSOHVĬLQ ĪīĦ
Īī ZKLFKLQYROYHWKHEDVLFSHUFHSWXDOVHQVHĭDQGWKHRWKHU
H[DPSOHVLQĬĪīĦĪīĭ WKHVHPDQWLFVRIWKH7+$7 FODXVDO
FRPSOHPHQWDUHGLɱHUHQWIURPWKHVHPDQWLFVRIWKHFRPSOHĥ
PHQWVLQĬWKHEDVLFSHUFHSWXDOH[DPSOHVĭ $ 7+$7 FODXVDO
FRPSOHPHQWGHQRWHVDSURSRVLWLRQħLWLVWLPHOHVVDQGSODFHĥ
OHVV Ĭ7KHFRPSOHPHQWVLQ VD\ Īī DQG ĪīĭUHIHUWRDWKLQJDQG
DQHYHQWUHVSHFWLYHO\ DQGWKLQJVDQGHYHQWVERWKKDYHDWLPH
DQGDSODFH ZKLFKPHDQVWKDWWKH\FDQERWKEHSK\VLFDOO\
SHUFHLYHG 7KHFRQWHQWVRID7+$7 FODXVHFDQQRWEHSK\VLĥ
FDOO\SHUFHLYHG EHFDXVHWKH\DUHQRWSK\VLFDO ,WLVUHDVRQDEOH
WKHUHIRUH WRDUJXHWKDWDOWKRXJKĬWKHEDVLFSHUFHSWXDOH[DPĥ
SOHVĭFDQEHWUHDWHGWRJHWKHUEHFDXVHWKH\ERWKLQYROYHWKH
SK\VLFDOSHUFHSWLRQVHQVH WKHH[DPSOHVLQĬĪīĦĪīĭH[SUHVV
DVHSDUDWHVHQVHZKLFKKDVWKHVDPHVHOHFWLRQUHVWULFWLRQVDV
WKHVHQVHLQĬĪīĦĪī WKHSXUHO\HSLVWHPLFVHQVHĭĪS ī

, WKLQNZHFDQFDSWXUH*LVERUQH¶VOLQHRIUHDVRQLQJKHUHLQWKHIROORZĥ
LQJZD\ $VQRWHGDERYH JLYHQZKDWµVHH¶PHDQVLQWKHEDVLFSHUFHSWXDO
VHQVH LWLVVXEMHFWWRWKHIROORZLQJVHOHFWLRQUHVWULFWLRQ LWVFRPSOHPHQW
H[SUHVVLRQPXVWEHDWHUPZKLFKGHQRWHVD VSDWLDO WKLQJ %XWµVHH¶DVLW
RFFXUVLQ ĪīĦĪī GRHVQ¶WVDWLVI\WKLVVHPDQWLFFRQVWUDLQW ,QWKHVHFRQĥ
VWUXFWLRQVWKHFRPSOHPHQWVRIµVHH¶DUH7+$7 FODXVHV $QGWKHVHPDQĥ
WLFYDOXHVRIVXFKFODXVHV ZKHQWKH\FRPSOHPHQWSURSRVLWLRQDODWWLWXGH
YHUEV DUHQRWLQVSDFHħWKH\DUHUDWKHUSURSRVLWLRQVZKLFKFDQDOVRVHUYH
DVWKHFRQWHQWVNQRZOHGJH WKRXJKW EHOLHI DQGRWKHUDWWLWXGHV 7KLVLV
HYLGHQFHWKDWµVHH¶LQWKHVHH[DPSOHVLVQRWWKHEDVLFSHUFHSWXDOµVHH¶
7KDWVXFKFRQWHQWVDUHQRWYLVLEOHLVVRPHWKLQJ)UHJHSRLQWHGRXW
ZKHQKHQRWHGWKDWµĬWĭKDWWKHVXQKDVULVHQLVQRWDQREMHFWHPLWWLQJ
UD\VWKDWUHDFKP\H\HV LWLVQRWDYLVLEOHWKLQJOLNHWKHVXQLWVHOI ¶Ī)UHJH
Īī S ī $QG)UHJH¶VSRLQWLVZRUNHGRXWLQGHWDLOE\ 7UDYLVĪī
, ZDQWWRFRQVLGHUWKLVEULHÀ\QRZ
&RQVLGHUWKHIDFWRUSURSRVLWLRQ WKDWWKHUHLVPHDWRQWKHUXJ 1RZLQRQH
VHQVHWKLVIDFWLVYLVLEOH -XVWLQWKHVHQVHWKDWRQHFDQWHOOE\YLVLRQWKDW
WKHPHDWLVLQGHHGRQWKHUXJ 7KDWLV VRPHSURSRVLWLRQVRUIDFWVFDQEH
NQRZQWRREWDLQE\YLVXDOPHDQV DQGLQWKDWVHQVHZHPLJKWOHJLWLPDWHO\
WKLQNRIWKHPDVYLVLEOH %XWDUHVXFKSURSRVLWLRQVYLVLEOHLQWKHVHQVH
LQZKLFKDPDWHULDOREMHFWĪWKHPHDWī RUFROOHFWLRQRIVXFKREMHFWVĪVRPH
MRLQWVRIPHDWī DQHYHQWĪWKHFXWWLQJRIWKHPHDWī DTXDQWLW\RIVWXɱĪWKH
EORRGGUDLQHGIURPWKHPHDWī DQGVRRQ DUHYLVLEOH" &DQVXFKIDFWVEH
VHHQLQWKHVHQVHLQZKLFKWKHHQWLWLHVWKH\FRQFHUQFDQEHVHHQ" 7UDYLV
H[SUHVVHVGRXEWVDERXWWKHLGHDLQWKHIROORZLQJSDVVDJH
7KHPHDWLV LQ WKHVXUURXQGLQJV 7RVHHLW ORRNZKHUHLWLV
/RRNWKHUH WRR WRVHHWKHFRQGLWLRQLWLVLQ <RXFDQZDWFK
WKHPHDWħZDWFKLWFKDQJHĪLQFRQGLWLRQRUSRVLWLRQī ZDWFK
IRU FKDQJHV 7RVHHWKDWWKHPHDWLVRQWKHUXJ \RX PLJKW
ORRNZKHUHWKH PHDW LV <RXPLJKWDOVRORRNHOVHZKHUHħLQ
3LD¶VIDFH VD\ĪWKHKRUUL¿HGORRNī <RXFDQQRWORRNµZKHUH
WKDWWKHPHDWLVRQWKHUXJLV¶ 7KHUHLVQRVXFKSODFH <RX
FDQQRW ZDWFK WKDWWKHPHDWLVRQWKHUXJ QRUZDWFKIRU QRU
VHH FKDQJHVLQLW ,WLVQRWHOLJLEOHIRUVXFKFKDQJHV Ī<RX
FDQZDWFKRQO\ZKDW\RXFDQORRNIRUFKDQJHVLQī 9LVLRQDIĥ

IRUGVVHQVLWLYLW\WRWKHJRLQJVRQLQRQH¶VVXUURXQGLQJV DQG
WRZKDWXQGHUJRHVWKHP :KDWRQHLV WKXV VHQVLWLYHWRLVQRW
WKDWVXFKĥDQGĥVXFKLVVR 2QH¶VYLVXDOVHQVLWLYLW\WRZKDWLV
JRLQJRQPD\JDLQRQHVHQVLWLYLW\WRWKLQJVEHLQJWKXVDQGVR
6XFKGHSHQGVRQ\RXUVHQVLWLYLWLHVWRWKLQJVEHIRUH\RXEHLQJ
RUQRW SDUWLFXODUZD\VWKH\PD\EHĬLH UHFRJQLWLRQDOFDSDFĥ
LWLHVĭĪS ī
:HFDQFDSWXUHVRPHRIZKDW7UDYLVLVGULYLQJDWKHUHLQWHUPVRIWKH
LGHDWKDWLQVRIDUDVZHUHJDUGDSDUWLFXODUSLHFHRIPHDWDVDQREMHFWRI
YLVXDOSHUFHSWLRQ ZHH[SHFWLWWREHĪDīVRPHWKLQJRQHFDQORRNDWĪHJ ,
ORRNHGDWWKHPHDWZKHQ, WKRXJKW, VDZLWPRYHī ĪEīVRPHWKLQJRQHFDQ
YLVXDOO\ORFDWH DQGVRVRPHWKLQJZKLFKKDVDYLVLEOHVSDWLDOORFDWLRQĪHJ
, VHHZKHUHWKHGRJKDVSODFHGWKHPHDWDIWHUKHVWROHLWIURPP\SODWHī
ĪFīVRPHWKLQJZKLFKRQHFDQYLVXDOO\WUDFNĪHJ , NHHSVLJKWRIWKHPHDW
DVWKHGRJGUDJVLWRXWRIWKHURRPī ĪGīVRPHWKLQJRQHFDQZDWFKĪHJ ,
ZDWFKHGWKHPHDWVKULQNLQWKHSDQī 7KHVHH[SHFWDWLRQVQDWXUDOO\ÀRZ
IURPRXUUHJDUGLQJWKHPHDWDVYLVLEOH 6RLIZHDUHJRLQJWRUHJDUG WKDW
WKHPHDWLVRQWKHUXJ DVYLVLEOH LQWKHVDPHZD\ ZHZRXOGH[SHFWWKDWIDFWRU
SURSRVLWLRQWREHVRPHWKLQJZHFDQORRNDW ORFDWH ZDWFK HWF %XWVXFK
QRWLRQVGRQ¶WDSSO\WRWKHIDFW 7KLVWKURZVGRXEWRQWKHLGHDWKDWZH
FDQLQWHOOLJLEO\UHJDUGLWDVYLVLEOHLQWKHZD\WKDWWKHPHDWLV
:KDWXQGHUOLHV7UDYLV¶VSRLQWKHUHLVZKDWZHQRWHGHDUOLHU 7KDWZH
WDNHWKHUHWREHDOLQNEHWZHHQDWKLQJ¶VEHLQJYLVLEOHĪZKHUHWKDWPHDQV D
SRWHQWLDOREMHFWRIYLVLRQīDQGLW¶VEHLQJVSDWLDO 7KDWIDFWVRUSURSRVLWLRQV
DUHQRWVSDWLDOLVZKDWSUHYHQWVWKHPIURPEHLQJYLVLEOH DQGVRZKDW
SUHYHQWVWKHPIURPEHLQJWKLQJVZHFDQORRNDW ORFDWH ZDWFK DQGVR
RQ 7UDYLVDOVRVD\V
%XWLIVHHLQJWKDWZHUHVHHLQJDQLWHPYLVLEOHDVPHDWLV RQH
FRXOGVD\ µ6LGVDZ WKDWWKHUHZDVPHDWRQWKHUXJ WKRXJKFOXHOHVV
DVWRZKDWLWZDVKHVDZ¶ µ6LGVDZWKDWWKHUHZDVPHDWRQWKH
UXJ EXWPLVWRRNLWIRUWKDWWKH/H[XVZDVLQWKHJDUDJH¶ DQG
LI6LGZHUHDVNHGµ:KDWDUH \RX ORRNLQJDW"¶ DQLQWHOOLJLEOH
ĪWKRXJKSHUKDSVQRWDGYLVDEOHīUHVSRQVHZRXOGEH µ, KDYHQ¶W
WKHIDLQWHVWLGHD 3HUKDSVLW¶VWKDWWKHUH¶VUHGPHDWRQWKHUXJ
%XWLWPD\EHWKDW, KDYHEHHQGULYLQJ¶ 6XFKWKLQJVPDNHQR

VHQVH 5HDVRQWREHZDU\RIWKHLGHDWKDWµSHUFHSWXDOLQWDNH¶
LV SHUVH FRQFHSWXDOO\VWUXFWXUHG«ĪS ī
7KHLGHD , WDNHLW LVWKDWZHW\SLFDOO\UHJDUGREMHFWVDVWKLQJVRQHFDQ
VHHEXWPLVWDNHIRURWKHUWKLQJVĪHJ RQHPLJKWVHHWKHPHDWRQWKHUXJ
EXWPLVWDNHLWIRUDUXEEHUGRJWR\LQWKHVKDSHRIDSLHFHRIPHDWī 6R
RQFHPRUH LIZHZHUHWRWU\WRPRGHOWKHYLVLELOLW\RI WKDWWKHPHDWLVRQ
WKHUXJ LQWHUPVRIWKHYLVLELOLW\RIWKHPHDWRQWKHUXJ ZHVKRXOGH[SHFW
WREHDEOHWRVHHWKHSURSRVLWLRQ \HWPLVWDNHLWIRUDQRWKHUSURSRVLWLRQ
%XWWKLV 7UDYLVXUJHV GRHVQ¶WDSSHDUWRPDNHVHQVH 6RRQFHPRUH ZH
VKRXOGEHVFHSWLFDORIWKHLGHDWKDWVXFKSURSRVLWLRQVDUHYLVLEOHLQWKH
ZD\WKDWSLHFHVRIPHDWDQGRWKHUVRUWVRIHQWLW\DUHYLVLEOH
0RUHRYHU DVQRWHGDERYH LQVRIDUDVZHUHJDUGDSLHFHRIPHDWDVDQ
REMHFWRIYLVXDOSHUFHSWLRQ ZHUHJDUGLWDVVRPHWKLQJZKLFKFDQKDYH
ORRNVĪORRNVRPHZD\ī DQGDVVRPHWKLQJZKLFKFDQORRNVRPHZD\WR
RQH )RULQVWDQFH WKHPHDW, DPKDYLQJIRUGLQQHUORRNVMXVWOLNHWKH
UXEEHUPHDWĥOLNHWR\, JRWIRUP\GRJ $QGLWORRNVOLNHWKDWWRPH %XW
ZKDWGRHV WKDWWKHPHDWLVRQWKHUXJ ORRNOLNH" +RZPLJKWLWORRNWRRQH"
6XUHO\WKHQRWLRQVRIµORRNLQJOLNH¶DQGµORRNLQJVRPHZD\WRRQH¶MXVWGRQ¶W
DSSO\KHUH ,WWKXVGRHVQ¶WVHHPSODXVLEOHWRVXSSRVHWKDW WKDWWKHPHDWLV
RQWKHUXJ LVDSRWHQWLDOREMHFWRIYLVXDOSHUFHSWLRQ
)RUWKHVHUHDVRQV , DPJRLQJWRWDNHLWWKDW7+$7 FODXVHV DWOHDVW
DVWKH\RFFXUDVWKHFRPSOHPHQWVRISURSRVLWLRQDODWWLWXGHYHUEV GRQRW
GHQRWHSRWHQWLDOREMHFWVRIYLVXDOSHUFHSWLRQ %XWVLQFHZHWKLQNWKDW
XWWHUDQFHVRIVHQWHQFHVOLNH ĪīĦĪī FDQEHWUXH WKLVPHDQVWKDWWKH\
FDQ¶WLQYROYHWKHEDVLFSHUFHSWXDOVHQVHRIµVHH¶
,WVHHPVULJKWWRVD\WKDWµVHH¶LQ ĪīĦĪī LVQRWWKHEDVLFSHUFHSWXDO
µVHH¶ LWGRHVQ¶WVLPSO\PHDQ SHUFHLYHYLVXDʃ\ 6R VKRXOGZHWUHDWµVHH¶
LQWKHVHFRQVWUXFWLRQVDVMXVWWKHSXUHO\HSLVWHPLFVHQVH" $IWHUDOO DV
*LVERUQHQRWHV LQWKHVHFRQVWUXFWLRQVµVHH¶KDVWKHVDPHVHOHFWLRQUHĥ
VWULFWLRQVDVLWGRHVLQWKHSXUHO\HSLVWHPLFVHQVHĪLQ ĪīĦĪī µVHH¶WDNHV
D7+$7 FODXVDOFRPSOHPHQW DVLWGRHVLQWKHSXUHO\HSLVWHPLFVHQVHī
$OVRLQ ĪīĦĪī µVHH¶LV OLNHWKHSXUHO\HSLVWHPLFµVHH¶ IDFWLYH
%XWGHVSLWHWKHVHVLPLODULWLHV *LVERUQHĪ S īDUJXHVWKDW
WKHUHDUHµOLQJXLVWLFZD\VRIGLɱHUHQWLDWLQJ¶H[DPSOHVZKLFKH[KLELWWKH
SXUHO\HSLVWHPLFVHQVH DQGWKHH[DPSOHVLQ ĪīĦĪī 7KLVVXJJHVWVWKDW

ZHKDYHGLVWLQFWVHQVHVKHUH *LVERUQHSUHVHQWVHYLGHQFHIRUWKLVLQWKH
IRUPRIWKHIROORZLQJH[DPSOHVĪP\QXPEHULQJī
Īī -DQHVDZWKURXJKWKHZLQGRZWKDW3HWHUKDGFURVVHGVDIHO\
Īī  -DQHVDZWKURXJKWKHZLQGRZWKDW3HWHUZDVULJKW
)URPWKHVHH[DPSOHVZHFDQDSSUHFLDWHWKDWVRPHRFFXUUHQFHVRIµVHH¶
LQSURSRVLWLRQDOFRQWH[WVFDQEHHPEHOOLVKHGZLWKFHUWDLQSUHSRVLWLRQV
ĪVXFKDVµWKURXJKWKHZLQGRZ¶ī \HWVRPHFDQ¶WħWKHRFFXUUHQFHLQ Īī LV
¿QH \HW Īī LVLQIHOLFLWRXV 7KHTXHVWLRQLV ZK\LVWKHUHWKLVGLɱHUHQFHLQ
IHOLFLW\" *LVERUQH¶VDQVZHULVWKDWWKHUHDUHGLVWLQFWVHQVHVRIµVHH¶ZLWKLQ
WKHFODVVRIRFFXUUHQFHVRIµVHH¶LQSURSRVLWLRQDOFRQWH[WV ,IWKHVHQVH
RIµVHH¶ZDVWKHVDPHLQERWKFDVHV ZHVKRXOGQ¶WJHWWKHVHGLɱHUHQFHVLQ
IHOLFLW\ħWKDWLV JLYHQVDPHQHVVRIVHQVH WKHQLI Īī VRXQGV¿QHWKHQ
Īī VKRXOGWRR DQGLI Īī VRXQGVRGG WKHQ Īī VKRXOGWRR 6RWKHUHLV
FOHDUHYLGHQFHWKDWWKHUHDUHGLVWLQFWVHQVHVRIµVHH¶ZLWKLQWKHFODVVRI
RFFXUUHQFHVRIµVHH¶LQSURSRVLWLRQDOFRQWH[WV
7KHVHH[DPSOHVDOVRKHOSWRVXSSRUWWKHLGHDWKDWWKHUHLVDYLVXDOSHUĥ
FHSWXDOGLPHQVLRQWRµVHH¶LQVRPHRFFXUUHQFHVRIµVHH¶LQSURSRVLWLRQDO
FRQWH[WV 9LVXDOSHUFHSWLRQLVGLUHFWLRQDO LWLQYROYHVORRNLQJLQDFHUĥ
WDLQGLUHFWLRQĪIRUFUHDWXUHVOLNHXVDQGRWKHUDQLPDOV LWLQYROYHVRQH¶V
H\HVSRLQWLQJLQDFHUWDLQGLUHFWLRQī 8QVXUSULVLQJO\WKHQ ZKHQZHDWĥ
WULEXWHYLVXDOSHUFHSWLRQWRDVXEMHFW ZHFDQHPEHOOLVKVXFKDWWULEXWLRQV
E\UHSUHVHQWLQJWKHGLUHFWLRQRIWKHVXEMHFW¶VJD]H :KHQZHXVHµVHH¶LQ
LWVEDVLFSHUFHSWXDOVHQVHZHFDQGRWKLV )RULQVWDQFHZHFDQVD\WKLQJV
OLNH ³, ZDVORRNLQJWKURXJKWKHZLQGRZDQG, VDZKLPFURVVWKHURDG´
DQG³, VDZWKHELUGWKURXJKP\ELQRFXODUV´ Īī GRHVQ¶WLQYROYHWKHEDĥ
VLFSHUFHSWXDOVHQVHRIµVHH¶\HWLWLVDQRFFXUUHQFHRIµVHH¶ZKLFKFDQDOVR
EHHPEHOOLVKHGE\UHSUHVHQWLQJDJD]H RUGLUHFWLRQRIORRNLQJ 7KHIDFW
WKDWVRPHSURSRVLWLRQDORFFXUUHQFHVRIµVHH¶FDQEHHPEHOOLVKHGZLWK VXFK
GLUHFWLRQDOSKUDVHVLVHYLGHQFHWKDWWKRVHRFFXUUHQFHVDUH OLNH WKHEDVLF
SHUFHSWXDOµVHH¶LQKDYLQJDSHUFHSWXDODVSHFWWRWKHLUPHDQLQJ
$QGIURPWKLV ZHFDQEROVWHU WKH LGHDWKDWVRPHRFFXUUHQFHVRI
µVHH¶  LQ SURSRVLWLRQDO  FRQWH[WV  DUH QRW  YLVXDO SHUFHSWXDO  DW  DOO EXW
SXUHO\  HSLVWHPLF 1DPHO\ WKRVHRFFXUUHQFHVZKLFK MXVW GRQ¶W DGPLW
RI HPEHOOLVKPHQWZLWKGLUHFWLRQDO SKUDVHV  ĪVXFKDV  LQ Īīī :HFDQ

H[SODLQZK\ Īī LVLQIHOLFLWRXV VLQFHµVHH¶LQVXFKRFFXUUHQFHVKDVDSXUHO\
HSLVWHPLFVHQVHħLWGRHVQ¶WPDNHVHQVHWRWKLQNWKDWPHUHNQRZLQJRU
XQGHUVWDQGLQJUHTXLUHVDYLVXDOSHUVSHFWLYHRUSRLQWRIYLHZIURPZKLFK
RQHGLUHFWVDJD]H
7KHOLQJXLVWLFHYLGHQFHZHKDYHFRQVLGHUHGVRIDUVXJJHVWV WKHQ WKDW
LQDGGLWLRQWRWKHEDVLFSHUFHSWXDOVHQVHRIµVHH¶WKHUHDUHWZRGLVWLQFW
SURSRVLWLRQDOVHQVHVRIµVHH¶ WKHUHLVWKHSXUHO\HSLVWHPLFVHQVHĪZKLFK
ZHHQFRXQWHUHGLQH[DPSOHV ĪīĦĪīī EXWDOVRDGLVWLQFWVHQVHVXJJHVWHG
E\H[DPSOHV ĪīĦĪī DQG Īī 7KLVODWWHUVHQVHLVQRWWKHEDVLFSHUFHSWXDO
µVHH¶ EXWLWLVVLPLODULQWKDWLWKDVDSHUFHSWXDOGLPHQVLRQWRLWVPHDQLQJ
$FFRUGLQJWR*LVERUQH µVHH¶LQWKLVIXUWKHUVHQVHFRPELQHVHOHPHQWVRI
WKHEDVLFSHUFHSWXDOVHQVHRIµVHH¶ DQG WKHSXUHO\HSLVWHPLFVHQVHRIµVHH¶
ĪS ī 2QHWKLQJZHKDYHQ¶W\HWPDGHH[SOLFLWLVWKDWµVHH¶LQWKLVIXUWKHU
VHQVHLVQRWMXVWVLPLODUWRµVHH¶LQWKHSXUHO\HSLVWHPLFVHQVHLQYLUWXHRI
KDYLQJWKHVDPHVHOHFWLRQUHVWULFWLRQV DQGEHLQJIDFWLYH ,WLVVLPLODUWRR
LQWKDWLWLV HSLVWHPLF 7KDWLV VHQWHQFHVRIWKHIRUPµS VHHVWKDW p¶ ZKHUH
µVHH¶KDVWKHHSLVWHPLFSHUFHSWXDOVHQVH UHSUHVHQWWKHLUVXEMHFWVDV NQRZOĦ
HGJHDEOHħWKDWLV DVHLWKHUNQRZLQJWKDW p RUDVEHLQJLQDVWDWH VXFKDV
QRWLFLQJWKDW p UHDOL]LQJWKDW p XQGHUVWDQGLQJWKDW p UHFRJQL]LQJWKDW p
DQGVRRQ ZKLFKHQWDLOVNQRZOHGJHWKDW p 7KXV DVQRWHGDERYH ,¶OOFDOO
WKLVODWWHUVHQVHRIµVHH¶WKH HSLVWHPLFSHUFHSWXDOVHQVH 7KDWWKLVVHQVHRIµVHH¶
LVHSLVWHPLFLQWKLVZD\LVVXSSRUWHGE\WKHSDUDSKUDVHGDWD &RQVLGHU
WKHIROORZLQJURXJKSDUDSKUDVHVRI ĪīĦĪī
Īī¶ 6KHZDVSDOHWKHQH[WGD\DQGKHFRXOGVHHĬWHOOE\ORRNLQJĭWKDWVKH
KDGQRWVOHSW Ī$OPĥ$UYLXVĪī S ī
Īī¶ , VHHĬXQGHUVWDQG NQRZ QRWLFH UHDOL]HĭIURPĬZKDW, VHHLQĭ\RXU
QHZVSDJHVWKDWWKHIHDWXUH¿OPVDQGSDVW79 VKRZVZLOOVRRQEHRQ
WKHPDUNHWIRURZQHUVRIYLGHRFDVVHWWHUHFRUGHUVĪ*LVERUQHĪī
S ī
Īī¶ , VHHE\WKHDQJOHRIWKHVXQĬ, FDQWHOOE\ORRNLQJDWWKHDQJOHRI
WKHVXQĭWKDWWKHPRUQLQJLVDOPRVWHQGHGĪ*LVERUQH S ī
Īī¶ , VHHĬQRWLFHE\VLJKWĭWKDW-DFNLVZHDULQJKLVSLQNVZHDWHUDJDLQ
LWORRNVKRUULEOH

7KHDSSURSULDWHQHVVRIWKHVHSDUDSKUDVHVLQGLFDWHVWKDWOLNHWKHSXUHO\
HSLVWHPLFµVHH¶ µVHH¶LQ ĪīĦĪī KDVDQ HSLVWHPLF PHDQLQJħXVHVRIµVHH¶LQ
WKLVVHQVHDVFULEHNQRZOHGJHRUDVWDWHZKLFKHQWDLOVNQRZOHGJH
7REHFOHDU WKHQ ZHKDYHEHHQGLVFXVVLQJWKUHHVHQVHVRIµVHH¶
6HH1 7KHEDVLFSHUFHSWXDOVHQVHĪHJ µ, VDZ-DQH VKHORRNHGWLUHG¶ī
6HH2 7KHSXUHO\HSLVWHPLFVHQVHĪHJ µ7KH\DUJXHGDERXWLW EXWLQWKH
HQG-DQHVDZWKDW3HWHUZDVULJKW¶ī
6HH3 7KHHSLVWHPLFSHUFHSWXDOVHQVHĪHJ µ, VHHWKDW-DFNLVZHDULQJKLV
SLQNVZHDWHUDJDLQ LWORRNVKRUULEOH¶ī
7KHVHOHFWLRQUHVWULFWLRQVRQWKHEDVLFSHUFHSWXDOµVHH¶LQFOXGHWKHFRQĥ
VWUDLQWWKDWLWVFRPSOHPHQWH[SUHVVLRQGHQRWHVDYLVLEOHHQWLW\ 7KLVLV
QRWVRRIµVHH¶LQWKHRWKHUVHQVHV ,QERWKWKHSXUHO\HSLVWHPLFDQGHSLVĥ
WHPLFSHUFHSWXDOVHQVH µVHH¶WDNHVD7+$7 FODXVDOFRPSOHPHQW DQGWKH
VHPDQWLFYDOXHVRIVXFKFODXVHVDUHQRWYLVLEOHĪLQWKHUHOHYDQWVHQVHī ,Q
ERWKHSLVWHPLFVHQVHVµVHH¶IXQFWLRQVDVDIDFWLYHPHQWDOVWDWHRSHUDWRU
,QWKHSXUHO\HSLVWHPLFVHQVHVHQWHQFHVRIWKHIRUPµS VHHVWKDW p¶UHSĥ
UHVHQWV S DVNQRZOHGJHDEOHZLWKUHVSHFWWR p 7KLVLVDOVRWUXHRIµVHH¶LQ
WKHHSLVWHPLFSHUFHSWXDOVHQVH EXWµVHH¶LQWKDWVHQVHDOVRKDVD SHUFHSWXDO
GLPHQVLRQWRLWVPHDQLQJ
, QRZZDQWWRDVNKRZZHDUHWRXQGHUVWDQGWKHHSLVWHPLFSHUFHSWXDO
VHQVHRIµVHH¶IXUWKHU DQGKRZLWLQYROYHVDFRPELQDWLRQRIHOHPHQWVRI
WKHSXUHO\HSLVWHPLFDQGEDVLFSHUFHSWXDOVHQVHV"
)URPWKHDERYHSDUDSKUDVHVRI ĪīĦĪī ZHFDQDSSUHFLDWHWKDWWKH
HSLVWHPLFGLPHQVLRQWRWKHPHDQLQJRIµVHH¶LQWKHVHFRQVWUXFWLRQVLVQ¶W
SXUH 6HQWHQFHVRIWKHIRUPµS VHHVĪFDQVHHīWKDW p¶ZKLFKLQYROYHWKHSHUĥ
FHSWXDOHSLVWHPLFVHQVHRIµVHH¶UHSUHVHQW S DV NQRZOHGJHDEOH ZLWKUHVSHFW
WR p RQWKHEDVLVRIYLVLRQ 7KDWLV µVHH¶DWWULEXWHVNQRZOHGJHĪRUDVWDWH
ZKLFKHQWDLOVNQRZOHGJHīLQ ĪīĦĪī EXWLWGRHVQ¶W MXVW DWWULEXWHWKDW
5DWKHULQ ĪīĦĪī WKHPHDQLQJRIµVHH¶LVVXFKWKDWSDUDGLJPDWLFXVHVRI
WKRVHVHQWHQFHVDVFULEHNQRZOHGJHĪRUDNQRZOHGJHHQWDLOLQJVWDWHī EXW
DOVRVXFKXVHVVWDWHWKDWWKHNQRZOHGJHLV YLVXDʃ\EDVHG Ī,QWKLVZD\µVHH¶LQ
WKHHSLVWHPLFSHUFHSWXDOVHQVHLVDQ HYLGHQWLDO YHUE MXVWLQWKDWLWLQGLFDWHV
WKH VRXUFH RIWKHLQIRUPDWLRQLQWKH7+$7 FODXVHī

&OHDUO\ WKHQ LWLVSDUWRIWKHPHDQLQJRIµVHH¶LQWKHHSLVWHPLFSHUĥ
FHSWXDOVHQVHWKDWXVHVRIVHQWHQFHVRIWKHIRUPµS VHHVWKDW p¶ ZLWK
µVHH¶LQWKDWVHQVH DUHNQRZOHGJHDVFULSWLRQVĪRUDVFULSWLRQVZKLFKDVFULEH
NQRZOHGJHHQWDLOLQJVWDWHVī %XWWKH\DUHDOVR LQDVHQVH DVFULSWLRQVRI
YLVXDOSHUFHSWLRQ 7KLVLVKRZWKHHSLVWHPLFSHUFHSWXDOVHQVHLVVLPLODUWR
WKHEDVLFSHUFHSWXDOVHQVH %XWZHQHHGWREHFDUHIXOZLWKWKLVODVWSRLQW
)RUWKHUHDUHWZRLPSRUWDQWGLɱHUHQFHVEHWZHHQWKHZD\LQZKLFKXVHV
RIµVHH¶LQWKHEDVLFSHUFHSWXDOVHQVHDVFULEHYLVXDOSHUFHSWLRQ DQGWKH
ZD\LQZKLFKXVHVRIµVHH¶LQWKHHSLVWHPLFSHUFHSWXDOVHQVHDVFULEHYLVXDO
SHUFHSWLRQ , ZLOOGLVFXVVWKHVHGLɱHUHQFHVQRZ
7KH¿UVWGLɱHUHQFHSHUWDLQVWRVRPHWKLQJZHKDYHDOUHDG\FRQVLGHUHG
1DPHO\ WKHIDFWWKDWWKHUHLVPRUHWRµVHH¶LQWKHHSLVWHPLFSHUFHSWXDO
VHQVHWKDQLWVSHUFHSWXDOGLPHQVLRQ 7KHZD\LQZKLFKWKLVLVVR , ZDQW
WRVXJJHVW LVSDUWRIZKDWGLVWLQJXLVKHVXVHVRIµVHH¶LQWKHHSLVWHPLFSHUĥ
FHSWXDOVHQVHIURPXVHVRIµVHH¶LQWKHEDVLFSHUFHSWXDOVHQVHLQVRIDUDV
ERWKVRUWVRIXVHVFRXQWDVDVFULSWLRQVRIYLVXDOSHUFHSWLRQ
6RPHYHUEVKDYHDPHDQLQJZKLFKLVSDUWLFXODUO\ZHOOVXLWHGWRWKHDVĥ
FULSWLRQRIYLVXDOSHUFHSWLRQ 2EYLRXVO\µVHH¶LQWKHEDVLFSHUFHSWXDOVHQVH
LVRQHVXFKYHUE 8VHVRIVHQWHQFHVRIWKHIRUPµS VHHV x¶ZKHUHµVHH¶KDV
WKHEDVLFSHUFHSWXDOVHQVH DVFULEHYLVXDOSHUFHSWLRQLQZKDWZHFDQFDOO
D SXUH ZD\ 7KDWLV LQVRIDUDVµVHHV x¶LQVXFKXVHVDVFULEHVYLVXDOSHUFHSĥ
WLRQLWGRHVQ¶WGRVRLQYLUWXHRI RUE\EHLQJSDUWRI DVFULELQJVRPHWKLQJ
ZKLFKLVQRWLWVHOIYLVXDOSHUFHSWLRQ %XWRWKHUYHUEV ZKLFKOLNHµVHH¶LQ
WKHEDVLFSHUFHSWXDOVHQVHKDYHDPHDQLQJZKLFKPDNHVWKHPSDUWLFXODUO\
ZHOOVXLWHGWRDVFULELQJYLVXDOSHUFHSWLRQ FDQDVFULEHYLVXDOSHUFHSWLRQLQ
DQRQĥSXUHZD\ 7KDWLV WKHUHDUHVRPHVXFKYHUEVZKLFKDVFULEHYLVXDO
SHUFHSWLRQLQYLUWXHRI RUE\EHLQJSDUWRI DVFULELQJVRPHWKLQJZKLFKLV
QRWLWVHOIYLVXDOSHUFHSWLRQ +HUHDUHVRPHH[DPSOHV
Īī +HJD]HGDWWKHQLJKWVN\
Īī 6KHORRNHGDWWKHSDLQWLQJFDUHIXOO\
Īī -DQHZDWFKHGWKHFDUFUDVKLQWRWKHZDOO
Īī -RKQVSHQWPRVWRIWKHHYHQLQJVWDULQJLQWRVSDFH
7KHWHUPµJD]H¶ ZLWKWKHVHQVHVXJJHVWHGE\LWVRFFXUUHQFHLQ Īī LVD
YHUERIYLVXDOSHUFHSWLRQLQVRIDUDV JD]LQJDW VRPHWKLQJLVDQH[HUFLVHRID
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YLVXDOFDSDFLW\ 7RJD]HDWWKHQLJKWVN\LVĪLQSDUWīWRGLUHFWRQH¶VYLVXDO
DWWHQWLRQWRZDUGVWKHQLJKWVN\LQDFHUWDLQZD\ DQGLWLQYROYHVVHHLQJ
WKHQLJKWVN\ 6RDOWKRXJKµJD]H¶FOHDUO\GRHVQ¶WMXVWPHDQ SHUFHLYHYLVXDʃ\
LWVWLOOKDVDPHDQLQJZKLFKLVVXFKWKDWXVHVRILW LQDZD\ DVFULEHYLĥ
VXDOSHUFHSWLRQ 6LPLODUWKLQJVFDQEHVDLGRIµORRN¶ µZDWFK¶ DQGµVWDUH¶
ĪJLYHQWKHUHDGLQJVVXJJHVWHGE\WKHOLQJXLVWLFFRQWH[WVDERYHī 1RQHRI
WKHVHYHUEVĪLQWKHLQWHQGHGVHQVHVīVLPSO\PHDQV SHUFHLYHYLVXDʃ\ <HW
XVHVRIWKHP LQDZD\ DVFULEHYLVXDOSHUFHSWLRQ 7RORRNDWVRPHWKLQJ
LVWRHQJDJHZLWKLWYLVXDOO\ LQDFHUWDLQZD\ĪDQGWKLVLQYROYHVVHHLQJLWī
:DWFKLQJVRPHWKLQJKDSSHQLQJLVDVRUWRIYLVXDODFWLYLW\ZKLFKLQYROYHV
VHHLQJDKDSSHQLQJRUHYHQWĪHJ ZDWFKLQJDFDUFUDVKLQYROYHVVHHLQJWKH
FDUFUDVKī $QGVWDULQJDOVRLQYROYHVVHHLQJĪ\RXFDQ¶WVWDUHDWVRPHWKLQJ
RULQWRVRPHVSDFHZLWK\RXUH\HVFORVHGī 2EYLRXVO\WKHUHLVPXFKPRUH
WREHVDLGDERXWVXFKYHUEVDQGWKHYLVXDODFWLYLWLHVWKH\GHQRWH EXWWKH
EDVLFSRLQWLVMXVWWKDWWKHVHYHUEVĪDQGPDQ\RWKHUVīDUHLQVRPHVHQVH
YHUEVRIYLVXDOSHUFHSWLRQħXVHVRIWKHPLQVRPHVHQVHDVFULEHYLVXDOSHUĥ
FHSWLRQħHYHQWKRXJKWKH\GRQ¶WVLPSO\PHDQ SHUFHLYHYLVXDʃ\
8VHVRI ĪīĦĪī DUH LQDVHQVH DVFULSWLRQVRIYLVXDOSHUFHSWLRQ EXW
IRUWKHUHDVRQVJLYHQDERYH WKH\DUHQRW SXUH DVFULSWLRQVRIYLVXDOSHUFHSĥ
WLRQ 7KDWLV WKH\DVFULEHYLVXDOSHUFHSWLRQRQO\EHFDXVHRIWKHFRQVWLĥ
WXWLYHFRQQHFWLRQEHWZHHQYLVXDOSHUFHSWLRQDQGWKHYLVXDODFWLYLWLHVRU
H[HUFLVHVRIYLVXDOFDSDFLWLHVWKDWWKH\DVFULEH 7KHUHLVPRUHWRZKDWXVHV
RIVXFKVHQWHQFHVDVFULEHWKDQMXVWYLVXDOSHUFHSWLRQ DQGWKHLUPDLQIXQFĥ
WLRQĪRUDWOHDVWDQLPSRUWDQWIXQFWLRQWKH\KDYHīLVWRDVFULEHVRPHWKLQJ
ZKLFKLVQRWYLVXDOSHUFHSWLRQ
:LWKUHVSHFWWREHLQJDVFULSWLRQVRIYLVXDOSHUFHSWLRQXVHVRIVHQĥ
WHQFHVRIWKHIRUPµS VHHVWKDW p¶ZKHUHµVHH¶KDVWKHHSLVWHPLFSHUFHSWXDO
VHQVHDUHVRPHZKDWOLNHXVHVRI ĪīĦĪī 7KH\DVFULEHYLVXDOSHUFHSWLRQ
DVWKHVRXUFHRIWKHNQRZOHGJH ZKLFKWKH\DVFULEH 7KHUHLVPRUHWRZKDWXVHV
RIVXFKVHQWHQFHVDVFULEHWKDQMXVWYLVXDOSHUFHSWLRQ DQGWKHLUPDLQIXQFĥ
WLRQĪRUDWOHDVWDQLPSRUWDQWIXQFWLRQWKH\KDYHīLVWRDVFULEHVRPHWKLQJ
ZKLFKLVQRWYLVXDOSHUFHSWLRQ QDPHO\NQRZOHGJHRUDVWDWHLQZKLFK S LV
NQRZOHGJHDEOHĪDNQRZOHGJHHQWDLOLQJVWDWHī
7KHUHLVDIXUWKHUZD\LQZKLFKXVHVRIVHQWHQFHVRIWKHIRUPµS VHHV
WKDW p¶ ZKLFKLQYROYHWKHHSLVWHPLFSHUFHSWXDOVHQVHRIµVHH¶ GLɱHUDV
DVFULSWLRQVRIYLVXDOSHUFHSWLRQIURPXVHVRIVHQWHQFHVRIWKHIRUPµS
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VHHV x¶ ZKLFKLQYROYHWKHEDVLFSHUFHSWXDOVHQVHRIµVHH¶ 7KLVIXUWKHUZD\
LVDOVRDZD\LQZKLFKXVHVRIVHQWHQFHVLQYROYLQJµVHH¶LQWKHHSLVWHPLF
SHUFHSWXDOVHQVHGLɱHU TXD DVFULSWLRQVRIYLVXDOSHUFHSWLRQ IURPXVHV
RIVHQWHQFHVVXFKDVWKRVHLQ ĪīĦĪī 7RLOOXVWUDWHWKLV FRQVLGHUWKH
IROORZLQJH[DPSOHV RQHRIZKLFKZHKDYHDOUHDG\HQFRXQWHUHG
Īī , MXVWVDZ-DQH VKHORRNHGWLUHG
Īī , VWDUHGDW-DQH
,WLVSDUWRIWKHPHDQLQJRI Īī WKDWDXVHRILWDVFULEHVWRWKHVSHDNHUD
VWDWHRIYLVXDOSHUFHSWLRQRIDVSHFL¿FW\SH 1DPHO\ RQHZKLFKKDV -DQH
DVLWVREMHFW 7KDWLV WKHVWDWHW\SHĪVHHV -DQHīLVVSHFL¿HGDVSDUWRIWKH
PHDQLQJRIWKHVHQWHQFH 7KHVDPHLVWUXHRI Īī ĪWKRXJKRIFRXUVH DV
GLVFXVVHGDERYH DXVHRI Īī LVQ¶WD SXUH DVFULSWLRQRIYLVXDOSHUFHSWLRQī
%XWQRZFRQVLGHUWKHIROORZLQJH[DPSOH
Īī , FDQVHHWKDW-DQHLVWLUHG
6XSSRVHWKDW Īī LQYROYHVWKHHSLVWHPLFSHUFHSWXDOVHQVHRIµVHH¶ , KDYH
EHHQVXJJHVWLQJWKDWLWLVSDUWRIWKHPHDQLQJRIVXFKVHQWHQFHVĪVSHFLIĥ
LFDOO\ WKHSHUFHSWXDOGLPHQVLRQRIWKHLUPHDQLQJīWKDWXVHVRIVXFKVHQĥ
WHQFHVDVFULEHYLVXDOSHUFHSWLRQ +RZHYHU LWLV QRW SDUWRIWKHPHDQLQJ
RIVXFKVHQWHQFHVWKDWWKHUHLVDVSHFL¿FDWLRQRIDYLVXDOSHUFHSWXDOVWDWH
W\SH 7KLVLVWKHIXUWKHUZD\LQZKLFKXVHVRIVXFKVHQWHQFHVDQGXVHV
RIVHQWHQFHVVXFKDV ĪīĦĪī GLɱHUZLWKUHVSHFWWREHLQJDVFULSWLRQVRI
YLVXDOSHUFHSWLRQ /HWPHLOOXVWUDWHWKLVSRLQW
:KDWDXVHRI Īī VD\VWKHQLVVRPHWKLQJOLNH , ĬWKHVSHDNHUĭFDQWHOO
E\VLJKWWKDW-DQHLVWLUHG ,QVRIDUDVVXFKDXVHDVFULEHVWRWKHVSHDNHU
DVWDWHRIYLVXDOSHUFHSWLRQDVWKHEDVLVIRUWKHDVFULEHGNQRZOHGJHĪRU
NQRZOHGJHHQWDLOLQJVWDWHī WKHUHLVQRVSHFL¿FDWLRQRIWKHW\SHRIVWDWH
RIYLVXDOSHUFHSWLRQ *LYHQZKDWµVHH¶PHDQVLQWKHHSLVWHPLFSHUFHSWXDO
VHQVH SDUWRIZKDWXVHVRIµS VHHVWKDW p¶VD\LV WKHUHLVVRPHVWDWHRU
HSLVRGHRIYLVXDOSHUFHSWLRQ v RIZKLFK S LVWKHVXEMHFW DQGZKLFKLV
VXFKWKDW S NQRZVWKDW p RQWKHEDVLVRI v Ī7KHDVFULSWLRQRIYLVXDO
SHUFHSWLRQFRPHVWKDQNVWRWKHTXDQWL¿FDWLRQDOFRQWHQWī :KLFKW\SHRI
YLVXDOSHUFHSWXDOVWDWH v LVGRHVQ¶WHQWHULQWRWKHVHPDQWLFFRQWHQWRIWKH
VHQWHQFHW\SH 7KLVFKLPHVZHOOZLWKWKHLGHDWKDWDQXWWHUDQFHLQYROYLQJ

Īī FRXOGEHWUXHWKDQNVWRDQ\RIWKHIROORZLQJVWDWHVRIDɱDLUVĪLQGLFDWHG
LQLWDOLFVī
 , FDQWHOOWKDW-DQHLVWLUHGEHFDXVH , FDQVHHWKHWLUHGORRNLQKHUH\HV
 , FDQWHOOWKDW-DQHLVWLUHGEHFDXVH , FDQVHHKHUVORXFKLQJDURXQG
 , FDQWHOOWKDW-DQHLVWLUHGEHFDXVH , FDQVHHKHU\DZQLQJ
 , FDQWHOOWKDW-DQHLVWLUHGEHFDXVH , FDQVHHKHUQRGGLQJRɲ
 , FRXOGWHOOWKDW-DQHZDVWLUHGEHFDXVH , VDZKHU
$QGVRRQ«
,QDFRQYHUVDWLRQDOFRQWH[WLQZKLFKRQHXWWHUV Īī LWPD\EHTXLWHREYLĥ
RXVZKDWWKH VSHFLÀF YLVXDOEDVLVIRUWKHNQRZOHGJHLVħZKLFKVSHFL¿FW\SH
RIVWDWHRIYLVXDOSHUFHSWLRQLVLQSOD\ %XWLWLVQRWSDUWRIWKHPHDQLQJ
RIµVHH¶LQWKHHSLVWHPLFSHUFHSWXDOVHQVHWKDWVXFKLQIRUPDWLRQLVFRPĥ
PXQLFDWHG
2QWKLVYLHZZHFDQVWLOOUHVSHFW'UHWVNH¶VGLVWLQFWLRQEHWZHHQµSULĥ
PDU\¶DQGµVHFRQGDU\¶HSLVWHPLFVHHLQJĪVHH 'UHWVNHĪīī $ FDVHRI
SULPDU\HSLVWHPLFVHHLQJZRXOGEHDFDVHZKHUH, VHHWKDW-DQHLVWLUHGE\
VHHLQJ-DQHKHUVHOI :KDWWKHQFRXQWVDVDFDVHRIµVHFRQGDU\¶HSLVWHPLF
VHHLQJ" 'UHWVNHJLYHVWKHIROORZLQJH[DPSOHV DQGH[SODLQVWKHGLVWLQFĥ
WLRQLQWKHIROORZLQJSDVVDJH
2QHFDQVHHĪE\WKHQHZVSDSHUVīWKDWWKH3UHVLGHQWLVLOO RQH
FDQVHHĪE\WKHJDXJHīWKDWWKHEDWWHU\LVGLVFKDUJLQJ VHHĪE\
KHUQRWHīWKDWVKHKDVJRQHVKRSSLQJ DQGVRRQ $WOHDVWZH
VD\VXFKWKLQJV DQGLWLVIDLUO\FOHDUWKDWZHVD\WKHPZLWKDIXOO
UHDOL]DWLRQWKDWWKH3UHVLGHQW WKHEDWWHU\ DQGWKHSHUVRQDUH
QRWĪRUQHHGQRWīWKHPVHOYHVEHVHHQ , FDQVHHWKDWVRPHRQH
KDVEHHQWUDPSOLQJRQP\GDɱRGLOVZLWKRXWVHHLQJDQ\RQH«,
VKDOOUHIHUWRVXFKFDVHVDVLQVWDQFHVRIVHHLQJWKDW b LV P LQD
VHFRQGDU\ HSLVWHPLFZD\«7KHWHUPVµSULPDU\¶DQGµVHFRQGDU\¶
DUHEHLQJXVHGPHUHO\WRFRQWUDVWWZRGLɱHUHQWVLWXDWLRQV WKH
FDVHVZKHUHZHVHHWKDW b LV P E\VHHLQJ b LWVHOI DQGFDVHVZKHUH
ZHVHHWKDW b LV P ZLWKRXWVHHLQJ b ĪSS Ħī

Ī7KH ZD\ RI  H[SODLQLQJ  WKH GLVWLQFWLRQ ZKLFK RFFXUV  DW  WKH HQG RI
WKLVSDVVDJHLVVRPHWKLQJ'UHWVNHTXDOL¿HVLQODWHUSDVVDJHV EXWVXFK
QLFHWLHV  DUH QRW  UHOHYDQW  WR  WKH SRLQW  ,¶P DERXW  WR PDNHī , GRQ¶W
ZLVK  WR GHQ\  WKDW  WKHUH  DUH  WKHVH GLɱHUHQW  FDWHJRULHV RI  HSLVWHPLF
VHHLQJ ,WVHHPVTXLWHXVHIXOWRFDUYHXSFDVHVLQWKLVZD\ :KDW,
PHDQWRGHQ\ LV  WKDW  LW  LV  VHPDQWLFDOO\ HQFRGHG ĪDQGDV  IDU DV , DP
DZDUHWKLVLVQRWWRGLVDJUHHZLWKDQ\WKLQJ'UHWVNHVD\Vī 7KDWLV ZH
GRQ¶WKDYHGLVWLQFWHSLVWHPLFSHUFHSWXDO VHQVHV RIµVHH¶ZKLFKPDUNWKLV
GLVWLQFWLRQ ,W  LV QRWSDUW RI WKH VHPDQWLF FRQWHQWRI µ, VHHWKDW WKH
3UHVLGHQWLVLOO¶WKDWWKHVWDWHDVFULEHGIDOOVLQWRHLWKHUWKHSULPDU\RU
VHFRQGDU\  FDWHJRU\ 7KLV LV EHFDXVHWKHUHLV QRVSHFL¿FDWLRQ LQWKH
VHPDQWLFFRQWHQWRIVXFKVHQWHQFHW\SHV ZKLFKJLYHVWKHVSHFL¿FW\SH
RI  YLVXDO  VWDWH  ĪHJ VHHLQJ  WKH 3UHVLGHQW RU  VHHLQJ  WKH QHZVSDSHUV
RUVHHLQJWKHWHOHYLVLRQEURDGFDVW DQGVRRQīZKLFKZRXOGJURXQGD
FODVVL¿FDWLRQRIWKHVWDWHDVHLWKHUSULPDU\RUVHFRQGDU\HSLVWHPLFVHHLQJ
7R  VXPPDUL]H RXU GLVFXVVLRQ RI  µVHH¶  LQ  WKH  HSLVWHPLF SHUFHSWXDO
VHQVH ZHFDQUHFDOOWKHIROORZLQJSRLQWV ,WLVSDUWRIWKHPHDQLQJRIµVHH¶
LQWKHHSLVWHPLFSHUFHSWXDOVHQVHWKDWLWLVERWKHSLVWHPLFDQGSHUFHSWXDO
Ī,WLVWKXVVLPLODUWRWKHSXUHO\HSLVWHPLFVHQVHDQGVLPLODUWRWKHEDVLF
SHUFHSWXDOVHQVHī ,WLVHSLVWHPLFLQWKDWVHQWHQFHVRIWKHIRUPµS VHHV
WKDW p¶UHSUHVHQW S DV NQRZOHGJHDEOH ZLWKUHVSHFWWR p ,WLVSHUFHSWXDOLQ
WKDWVXFKVHQWHQFHVVD\RI S WKDW WKHUHLVVRPHVWDWHRIYLVXDOSHUFHSWLRQ v RI
S ¶V ZKLFKLVVXFKWKDW S NQRZVWKDW p ĪRULVLQDVWDWHZKLFKHQWDLOVVXFK
NQRZOHGJHīRQWKHEDVLVRI v Ī7KXV µVHH¶LQWKHHSLVWHPLFSHUFHSWXDO
VHQVH LV HYLGHQWLDO  LQ WKDW  LW  LQGLFDWHV WKHVRXUFHRI WKH LQIRUPDWLRQ
VSHFL¿HGLQWKH7+$7 FODXVH DQGPRUHVSHFL¿FDOO\ LQGLFDWHVWKDWLW
LV YLVXDOī 6HQWHQFHVRIWKHIRUPµS VHHVWKDW p¶ZKLFKLQYROYHµVHH¶LQ
WKHHSLVWHPLFSHUFHSWXDOVHQVHKDYHDPHDQLQJZKLFKLVVXFKWKDWXVHV
RIWKHPDVFULEHYLVXDOSHUFHSWLRQĪWKLQJVHHLQJī %XWVXFKDVFULSWLRQV
RIYLVXDOSHUFHSWLRQDUHQRWSXUH $QGLWLVQRWSDUWRIWKHPHDQLQJRI
VXFKDVFULSWLRQVRIYLVXDOSHUFHSWLRQWRLQFOXGHDVSHFL¿FDWLRQRIWKH
W\SHRIVWDWHRIYLVXDOSHUFHSWLRQZKLFKLVDVFULEHG 7KLQNLQJRIWKH
HSLVWHPLFSHUFHSWXDOVHQVHRIµVHH¶LQWKLVZD\LVFRQVLVWHQWZLWKGUDZLQJ
DGLVWLQFWLRQEHWZHHQSULPDU\ DQGHSLVWHPLFVHHLQJ EXW ZHKDYHWR
DSSUHFLDWHWKDWWKLVGLVWLQFWLRQLVQ¶WVHPDQWLFDOO\PDUNHG

6XPPDU\
,QWKLV&KDSWHUVRIDU, KDYHEHHQGLVFXVVLQJYLVXDOSHUFHSWXDOYRFDEXĥ
ODU\ , KDYHLVRODWHGDQGGLVFXVVHGWZRSHUFHSWXDOVHQVHVRIµVHH¶ħWKH
EDVLFSHUFHSWXDOVHQVHDQGWKHHSLVWHPLFSHUFHSWXDOVHQVH , KDYHDOVRGLVĥ
FXVVHGZKDWZHSUHĥWKHRUHWLFDOO\WDNHWREHUHTXLUHGIRUDWKLQJWRFRXQW
DVDSRWHQWLDOREMHFWRIYLVXDOSHUFHSWLRQ +DYLQJVRPHRIWKHVHGHWDLOV
LQKDQGZLOO , KRSH DLGXVLQXQGHUVWDQGLQJYDULRXVIXUWKHUDVSHFWVRI
RXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ , ZLOOQRZGLVFXVVIXUWKHU
RXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQĪWKLQJVHHLQJī , ZLOOUHIHU
WRSURSHUWLHVRIµVHH¶ZKHUHDSSURSULDWHħZKHUHLWZLOOKHOSLQHOXFLGDWĥ
LQJDUHOHYDQWDVSHFWRIRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ RU
ZKHUH, WKLQNLWLVZRUWKPDNLQJDIXUWKHUSRLQWDERXWµVHH¶LQHLWKHURI
WKHSHUFHSWXDOVHQVHV,¶YHGLVFXVVHG
 9LVXDO3HUFHSWLRQ
 9LVXDO3HUFHSWLRQDV5HODWLRQDO
$VZHRUGLQDULO\WKLQNRILWVHHLQJLVDUHODWLRQRIDVXEMHFWWRDQHQWLW\ :H
WKLQNWKDW S ¶VVHHLQJDQHQWLW\ x LVDUHODWLRQDOVWDWHRIDɱDLUV $FFRUGLQJO\
S ¶VVHHLQJ x ZHWKLQN UHTXLUHVWKHH[LVWHQFHRIERWK S DQG x 7KHLGHD
WKDWLI S VHHV x x PXVWH[LVW ,¶OOFDOOWKH H[LVWHQFHFRQGLWLRQ , WDNHLWWKDW
LIVHHLQJLVUHODWLRQDOLWPXVWEHVXEMHFWWRWKHH[LVWHQFHFRQGLWLRQ )RU
, DPDVVXPLQJWKHSULQFLSOHWKDWLIDUHODWLRQEHWZHHQ x DQG y REWDLQV
WKHQ x DQG y PXVWH[LVW 7KXV ZKHQ, WDONDERXWWKHUHODWLRQDOQDWXUH
RIVHHLQJ , ZLOOWDNHLWDVXQGHUVWRRGWKDWWKLVFRPHVZLWKWKHH[LVWHQFH
FRQGLWLRQSDFNHGLQWRLW Ī,WLVSHUKDSVZRUWKQRWLQJWKDWWKHSULQFLSOH
,¶YHMXVWLQYRNHGLVQRWHQWLUHO\XQFRQWURYHUVLDO $ 0HLQRQJLDQZLOOGHQ\
LW $ 0HLQRQJLDQFDQVD\WKDWUHODWLRQVHQWDLOWKHLUUHODWD EXWWKDWLVQRW
WKHVDPHDVWKHFODLPWKDWWKHLUUHODWDPXVW H[LVW LIWKHUHODWLRQREWDLQV
7KH\PLJKWKROGWKDWWKHUHDUHVRPHUHODWLRQVR ZKLFKDUHVXFKWKDWWKH
REWDLQLQJRI xRy LVFRQVLVWHQWZLWK x DQGRU y EHLQJ³QRQH[LVWHQW´REMHFWV
7KDWDVLWPD\EH , WDNHLWWKDWRQRXURUGLQDU\FRQFHSWLRQ VHHLQJLV
UHODWLRQDOLQDVHQVHZKLFKHQWDLOVWKHH[LVWHQFHFRQGLWLRQī
6R RQRXURUGLQDU\FRQFHSWLRQ LI S VHHV x WKHUHLVDQ x ZKLFK S VHHV

2QHFDQQRWJHQXLQHO\ VHH DSLJEHIRUHRQHLIWKHUHLVQRSLJWKHUHZKLFK
RQHVHHV 2QHFDQQRWVHHVQRZRQWKHJURXQGLIWKHUHLVQRVQRZWKHUH
WREHVHHQ 2QHFDQQRWVHHWKHFHUHPRQ\LIWKHUHLVQRFHUHPRQ\WDNLQJ
SODFH $QGVRRQ
,QWDNLQJVHHLQJWREHUHODWLRQDOLQWKLVZD\ZHWKLQNRIVHHLQJDVOLNH
VWDQGLQJQH[WWR RU NLFNLQJ RU WRXFKLQJ EXWXQOLNH LPDJLQLQJ RU GHVLULQJ RU
VHDUFKLQJIRU 7KDWLV RQHFDQQRWVWDQGQH[WWRDODPSSRVWLIWKHUHLVQR
ODPSSRVWWKHUHWRVWDQGQH[WWR 2QHFDQQRWNLFNDEDOOLIWKHUHLVQREDOO
WKHUHWRNLFN $QGRQHWKLQJFDQQRWWRXFKħEHLQFRQWDFWZLWKħDQRWKHU
WKLQJXQOHVVERWKWKLQJVH[LVW %XW DV'UHWVNHQRWHV RQHFDQµGHVLUH
DVSHFNOHGSRRGOHZLWKRXWWKHUHEHLQJDQ\VSHFNOHGSRRGOHV¶Ī'UHWVNH
Īī SS Ħī $QGRQHFDQVHDUFKIRU RULPDJLQH VSHFNOHGSRRGOHV
HYHQZKHQQRVXFKWKLQJVH[LVWĪIRURWKHUH[DPSOHVVHH $QVFRPEHĪī
SS Ħī
7KHIDFWWKDWZHWKLQNRIVHHLQJDVEHLQJUHODWLRQDOLQWKLVZD\LVPDQĥ
LIHVWLQRXUXVHRIµVHH¶LQWKHEDVLFSHUFHSWXDOVHQVH 8VHVRIVHQWHQFHVRI
WKHIRUPµS VHHV x¶ZKHUHµVHH¶KDVLWVEDVLFSHUFHSWXDOVHQVHDWWULEXWHD
UHODWLRQħYLVXDOSHUFHSWLRQ RUVHHLQJħEHWZHHQZKDWHYHULVGHQRWHGE\
WKHVXEMHFWH[SUHVVLRQDQGZKDWHYHULVGHQRWHGE\WKHFRPSOHPHQWH[ĥ
SUHVVLRQ $FFRUGLQJO\ VHQWHQFHVRIWKHIRUPµS VHHV x¶ ZKHUHµVHH¶KDV
LWVEDVLFSHUFHSWXDOVHQVHKDYHZKDW $UPVWURQJĪīFDOOVDQµH[LVWHQFHĥ
JUDPPDU¶ĪS ī 7KDWLV IURPµS VHHV x¶ZHFDQYDOLGO\LQIHUµx H[LVWV¶ĪRU
µWKHUHLVDQ x ZKLFK S VHHV¶ī
,QVRPHRIWKHOLWHUDWXUHWKHH[LVWHQFHĥJUDPPDURIµVHH¶LQWKHEDVLF
SHUFHSWXDOVHQVHLVVRPHWLPHVFRXFKHGLQWHUPVRIµVHH¶EHLQJVXEMHFWWR
D YHULGLFDOLW\ FRQGLWLRQĪVHH %DUZLVHĪīī ,¶OODYRLGWKLVWHUPLQRORJ\
JLYHQKRZWKHQRWLRQRIYHULGLFDOLW\LVXVHGLQFXUUHQWSKLORVRSK\RISHUĥ
FHSWLRQ :HWKLQN WKDWLV WKDWµS VHHV x¶FDQEHWUXHRIVRPH S HYHQZKHQ
WKHLUSHUFHSWLRQRI x LVQRQĥYHULGLFDO )RULQVWDQFH FRQVLGHUWKHIDPLOLDU
0OOHUĥ/\HULOOXVLRQ 6XSSRVHWKDW S VHHVWZROLQHV LGHQWLFDOLQOHQJWK
$QDVFULSWLRQRIWKHIRUPµS VHHVWKRVHOLQHV¶LVWUXHRIRXU S  WKXVµWKRVH
OLQHVH[LVW¶LVDOVRWUXH <HW FRQVLVWHQWO\ZLWKWKLV S PD\EHVXEMHFWWR
WKHLOOXVLRQ ,I S LVVXEMHFWWRWKHLOOXVLRQWKHQ S ZRQ¶WVHHWKHOLQHVIRU
ZKDWWKH\DUHħLGHQWLFDOLQOHQJWK S ZLOOVHHWKHPDVEHLQJRIGLɱHUHQW
OHQJWKV $QGVR S ¶VSHUFHSWLRQRIWKHOLQHVZLOOEH QRQĦYHULGLFDO 7KXVLW
LVSRWHQWLDOO\PLVOHDGLQJWRVD\WKDWµVHH¶LVVXEMHFWWRDYHULGLFDOLW\FRQGLĥ

WLRQ ,WLVEHWWHUWRVD\WKDWµVHH¶KDVDQH[LVWHQFHĥJUDPPDU RULVVXEMHFW
WRDQH[LVWHQFHFRQGLWLRQ
,WVKRXOGEHQRWHGWKDWWKHUHDUHIHOLFLWRXVRUDSSURSULDWHXVHVRIVHQĥ
WHQFHVRIWKHIRUPµS VHHV x¶ZKLFKGRQ¶WREH\WKHDIRUHPHQWLRQHGH[LVĥ
WHQFHFRQGLWLRQ )RULQVWDQFH FRQVLGHUWKHIROORZLQJH[DPSOHVGLVFXVVHG
E\ $OPĥ$UYLXVĪīĪP\QXPEHULQJī
Īī 7KHGRRUKLWPHLQWKHIDFHDQG, VDZVWDUVIRUDPRPHQWĪS ī
Īī ,¶YHRQO\KDGVL[ZKLVNLHVDQGDOUHDG\,¶PVHHLQJSLQNHOHSKDQWVĪS
ī
)RUIXUWKHUH[DPSOHVVHHDOVR $QVFRPEHĪī SS Ħ 2QHFDQ
IHOLFLWRXVO\XWWHU Īī ZKHQWKHUHDUHQRVWDUVWKHUHIRURQHWRFODSRQH¶V
H\HVXSRQ DQG Īī ZKHQWKHUHDUHQRSLQNHOHSKDQWVLQYLHZ 'RWKHVH
H[DPSOHVVKRZWKDWµVHH¶LQWKHEDVLFSHUFHSWXDOVHQVHGRHVQ¶WQHFHVVDULO\
KDYHDQH[LVWHQFHĥJUDPPDU" 2UWKDWWKHUHLVVRPHRWKHUSHUFHSWXDOVHQVH
RIµVHH¶ZKLFKGRHVQ¶WKDYHDQH[LVWHQFHĥJUDPPDU"
7KLVLVE\QRPHDQVREYLRXV 3ODXVLEO\ LQWKHVHH[DPSOHV µVHH¶LVXVHG
LQWKHEDVLFSHUFHSWXDOVHQVH EXWQRWLQDVWUDLJKWIRUZDUGZD\ ,WVHHPV
WKDWLQWKHVHH[DPSOHVWKHEDVLFSHUFHSWXDOµVHH¶LVVXEMHFWWRSUDJPDWLF
UHVWULFWLRQĪVHHKHUH $OPĥ$UYLXVĪī S ī 7KDWLV WKHVHDUHH[DPĥ
SOHVRIXVHVRIµVHH¶ZKLFKµWHOOXVDERXWSURFHVVHVZKLFKVHHPLQPRVW
UHVSHFWVTXLWHVLPLODUWRWKRVHUHSUHVHQWHGE\WKHUHJXODUĬEDVLFSHUFHSĥ
WXDOXVHVRIµVHH¶ĭ DOWKRXJKWKH\GRQRWLQYROYHDOOWKHFKDUDFWHULVWLFVWKDW
FDQEHDVVRFLDWHGZLWKWKHVWDQGDUGFRQWHQWRIWKLVSDWWHUQĬWKDWLV ZLWK
WKHVWDQGDUGVHPDQWLFVIRUµVHH¶LQWKHEDVLFSHUFHSWXDOVHQVHĭ¶ĪS ī
7KLVVRUWRIDSSURDFKWRWKHVHH[DPSOHVLVDOVRHQGRUVHGE\ 'UHWVNH
Īī FRQVLGHUWKHIROORZLQJ
6RPHSKLORVRSKHUVEHFRPHYHU\SX]]OHGZKHQRWKHUSHRSOH
SRNHWKHLU¿QJHUVLQWKHLUH\HVDQGµVHHWZRSHQFLOVLQVWHDG
RIRQH¶ 7KHFRQFOXVLRQWKH\GUDZIURPWKLVLVWKDWWKHUHLV
DVHQVHRIWKHYHUEµWRVHH¶LQZKLFKRQHFDQVHHWZRSHQFLOV
ZKHQWKHUHLVRQO\RQHĪUHDOīSHQFLO KHQFH DVHQVHRIWKHYHUE
ZKLFKLVQRWJRYHUQHGE\WKHH[LVWHQFHFRQGLWLRQ 6RPHKRZ
LWQHYHURFFXUVWRWKHPWKDWDSHUVRQEHKDYLQJLQWKLVXQXVXDO

IDVKLRQLVDVVLJQL¿FDQWIRUZKDWKHLVVD\LQJDVLVWKHIDFW
WKDWWKHSHUVRQXWWHUHGWKHZRUGVµ,WVHHPVDVWKRXJK¶EHIRUH
KLVSHUFHSWXDOFODLP %XWERWKSLHFHVRIEHKDYLRU WKHRQH
OLQJXLVWLF WKHRWKHUQRQĥOLQJXLVWLF IXQFWLRQLQSUHFLVHO\WKH
VDPHZD\ZLWKUHVSHFWWRWKHZRUGVµ, VHHWZRSHQFLOV¶ WKH\
VXVSHQGWKHH[LVWHQFHFRQGLWLRQRQWKHYHUEµWRVHH¶LQRUGHU
WRH[SORLWWKHUHVLGXDOPHDQLQJRIWKLVYHUEWRGHVFULEHWKHLU
YLVXDOH[SHULHQFH
,QJHQHUDO RQHFDQXVHWKHYHUEµWRVHH¶ZLWKRXWVDWLVI\LQJ
WKHH[LVWHQFHFRQGLWLRQDVORQJDV DQGRQO\VRORQJDV RQH
PDNHVLWFOHDUWRRQH¶VOLVWHQHUV E\VRPHFRQYHQWLRQDOGHYLFH
OLQJXLVWLFRURWKHUZLVH WKDW\RX WKHVSHDNHU DFNQRZOHGJHLWV
VXVSHQVLRQ ĪS ī
8VHVRIWKHDERYHVHQWHQFHVĪDQG'UHWVNH¶Vµ, VHHWZRSHQFLOV¶īUHSRUW
RQYLVXDOJRLQJVRQZKLFKDUHVLPLODULQVRPHUHVSHFWVWRLQVWDQFHVRI
VHHLQJSURSHU 7KLVLVSDUWRIZKDWPDNHVLWDSSURSULDWHWRXVHWKHWHUP
µVHH¶ĪLQWKHEDVLFSHUFHSWXDOVHQVHīWRGHVFULEHWKHP %XWZHLQWHUSUHW
VXFKXVHVRIµVHH¶LQVXFKDZD\DVWROHDYHRXWVRPHFKDUDFWHULVWLFVRI
LWVPHDQLQJĪHJ WKHH[LVWHQFHĥJUDPPDUDVSHFWī 7KLVUHVWULFWLRQ ZKDW
'UHWVNHFDOOVWKHµVXVSHQVLRQRIWKHH[LVWHQFHFRQGLWLRQ¶ LVSUDJPDWLFDOO\
WULJJHUHG HLWKHUE\VRPHOLQJXLVWLFGHYLFHĪHJ SUH¿[LQJWKHVHQWHQFH
ZLWKµLWVHHPVWRPHDVWKRXJK¶RUµLWLVDVLI ¶RUVRPHVXFKH[SUHVVLRQī RU
E\VRPHIHDWXUHRIWKHH[WUDĥOLQJXLVWLFFRQWH[W
*LYHQWKDWZHLQWHUSUHWVXFKXVHVLQWKLVUHVWULFWHGZD\ LQXWWHULQJ
VXFKVHQWHQFHVRQHFDQFRQYH\DFFXUDWHLQIRUPDWLRQDERXWKRZWKLQJV
DUHLQRQH¶VYLVXDOFRQVFLRXVQHVVħWKHYLVXDOVHQVDWLRQVRQHLVVXEMHFW
WRħZLWKRXWEHLQJWDNHQWREHFRPPHQWLQJRQZKDWRQHFODSVRQH¶V
H\HVXSRQ ,QDJLYHQFRQWH[WZKHUHLWLVFOHDUWKDWµVHH¶LVVXEMHFWWR
VXFKSUDJPDWLFUHVWULFWLRQ VXFKXWWHUDQFHVFDQEHDSSURSULDWH 1RQH
RIWKLVUHTXLUHVWKDWH[LVWHQFHĥJUDPPDURUDQH[LVWHQFHFRQGLWLRQLVQ¶W
SDUWRIWKHPHDQLQJRIµVHH¶LQWKHEDVLFSHUFHSWXDOVHQVH RUWKDWWKHUH
LV  VRPH RWKHU SHUFHSWXDO  VHQVH RI  µVHH¶ ZKLFK  LVQ¶W  JRYHUQHG E\  DQ
H[LVWHQFHĥFRQGLWLRQ Ī)RU  IXUWKHU GLVFXVVLRQVHH DOVR $XVWLQ  ĪEī
/HFWXUH,;ī
,QWDNLQJLWWKDWYLVXDOSHUFHSWLRQLVUHODWLRQDOLQWKHZD\GLVFXVVHGZH

DUHQRWWKHUHE\FRPPLWWLQJWRDQ\SDUWLFXODUXQGHUVWDQGLQJRIKRZWKDW
UHODWLRQDOVWUXFWXUHJHWVUHDOL]HGLQLQVWDQFHVRIVHHLQJħWKDWLVDPRUH
WKHRUHWLFDOPDWWHU :HQHHGWRGLVWLQJXLVKEHWZHHQRXURUGLQDU\FRPĥ
PLWPHQWVRQWKHQDWXUHRIVHHLQJ DQGPRUHWKHRUHWLFDOFRPPLWPHQWV
%XUJHĪīVHHPVWRUXQWKHVHWKLQJVWRJHWKHULQWKHIROORZLQJSDVVDJH
7KHVWDQGDUGVSHFL¿FDWLRQRIVXFKVWDWHVĬVHHLQJ NQRZLQJ
UHPHPEHULQJ HWFĭ HQWDLOVħDVDPDWWHURIWKHPRVWHOHPHQWDU\
DQGVXSHU¿FLDO XQGHUVWDQGLQJħWUXWK YHULGLFDOLW\ RUVRPH
UHODWLRQ VXFKDVSHUFHSWXDOUHIHUHQFH WRWKHHQYLURQPHQW
.QRZLQJVRPHWKLQJHQWDLOVWKDWLWLVWUXH 6HHLQJVRPHWKLQJ
HQWDLOVSHUFHSWXDOO\UHIHUULQJWRLWDQGEHLQJFDXVDOO\UHODWHG
WRLWĪS  IQ ī
7KHRUGLQDU\FRPPLWPHQWħZKDWLVSDUWRIWKHµPRVWHOHPHQWDU\DQGVXĥ
SHU¿FLDOXQGHUVWDQGLQJ¶RIVHHLQJħLV DV,¶YHEHHQVD\LQJ WKDWVHHLQJLV
UHODWLRQDOĪS ¶VVHHLQJ x LVDUHODWLRQDOVWDWHRIDɱDLUVZKLFKUHTXLUHVWKH
H[LVWHQFHRIERWK S DQG xī %XWLWLVD WKHRUHWLFDO FRPPLWPHQWWRFRQVWUXH
WKLV RUHPEHOOLVKWKLV LQWHUPVRI UHIHUHQFH DQGRU FDXVDWLRQ 6HHLQJVRPHĥ
WKLQJPD\UHTXLUHµSHUFHSWXDOO\UHIHUULQJWRLWDQGEHLQJFDXVDOO\UHODWHG
WRLW¶EXWWKLVGRHVQ¶WÀRZIURPRXUFRPPLWPHQWWRWKHUHODWLRQDOQDWXUH
RIVHHLQJ
)RU%XUJHUHIHUHQFHLVDW\SHRIUHSUHVHQWDWLRQĪS ī ,IVHHLQJ x HQĥ
WDLOVSHUFHSWXDOO\UHIHUULQJWR x WKHQVHHLQJ x PXVWEHRULQYROYHDVWDWH
ZLWKUHSUHVHQWDWLRQDOFRQWHQW DQHOHPHQWRIZKLFKUHIHUVWR x Ī)RU%XUJH
WKLVLVWKHVLQJXODUHOHPHQW RWKHUHOHPHQWVZKLFKHQWHULQWRSHUFHSWXDO
UHSUHVHQWDWLRQDOFRQWHQWVDUHZKDW%XUJHFDOOV SHUFHSWXDODWWULEXWLYHV ĪS
ī 7KHVHDUHHOHPHQWVZKLFKDWWULEXWH HJ SURSHUWLHVRUNLQGV WR
WKHUHIHUHQWRIWKHVLQJXODUHOHPHQWī ,WPD\EHDPHWDSK\VLFDOWUXWKWKDW
VHHLQJ x LVRULQYROYHVSHUFHSWXDOUHIHUHQFHWR x DQGSHUKDSVWKDW¶VSDUWRI
ZKDWH[SODLQVKRZVHHLQJ x LVDUHODWLRQWR x %XWLQYRNLQJUHIHUHQFHħDQG
WKXVUHSUHVHQWDWLRQħJRHVEH\RQGZKDWZHDUHRUGLQDULO\FRPPLWWHGWR
LQEHLQJFRPPLWWHGWRWKHUHODWLRQDOLW\RIVHHLQJ ,WPLJKWEHWKDWWKH
UHODWLRQDOLW\RIVHHLQJ x LVEHVWFDSWXUHGLQQRQĥUHSUHVHQWDWLRQDOWHUPV
6RPHDXWKRUV IRULQVWDQFH SURSRVHWKDWSDUWRIZKDWLVLQYROYHGLQVHHĥ
LQJ x LVKDYLQJDQH[SHULHQFHLQZKLFKRQHLVDFTXDLQWHGZLWK x ZKHUH
DFTXDLQWDQFHLVQ¶WDIRUPRI QRUGRHVLWLPSO\ UHSUHVHQWDWLRQĪVHH HJ

%UHZHUĪīī 6XFKDXWKRUVFDQ¶WEHDFFXVHGRIUHMHFWLQJVRPHWKLQJZH
DUHRUGLQDULO\FRPPLWWHGWRLQEHLQJFRPPLWWHGWRWKHUHODWLRQDOLW\RI
VHHLQJ 2XU SUHĦWKHRUHWLF FRPPLWPHQWVDUHQ¶WWKDWGHWHUPLQDWH Ī7KHUHLV
PXFKPRUHRQUHSUHVHQWDWLRQDODQGUHODWLRQDOLVWYLHZVRIVHHLQJLQ3DUW
,, EHORZī
/LNHZLVH LWPLJKWEHDPHWDSK\VLFDOWUXWKWKDWLI S VHHV x DFDXVDO
UHODWLRQPXVWREWDLQEHWZHHQ x DQG S ĪHJ x PXVWFDXVHVRPHVRUW
RIH[SHULHQFHLQ S ī 3HUKDSVWKLVLVSDUWRIZKDWH[SODLQVZK\VHHLQJ
x UHTXLUHVWKHH[LVWHQFHRI x %XW DJDLQ WKLVJRHVEH\RQGZKDWZH
DUHRUGLQDULO\FRPPLWWHGWRLQEHLQJFRPPLWWHGWRWKHUHODWLRQDOLW\RI
VHHLQJ Ī)RUDUJXPHQWVWKDWDFDXVDOFRQGLWLRQLVQ¶WDSDUWRIRXURUGLQDU\
FRQFHSW RIVHHLQJ VHH 6QRZGRQĪ  īī
,Q  WKLV  VHFWLRQ , KDYH RXWOLQHG RQH  DVSHFW RI RXU RUGLQDU\  FRQFHSĥ
WLRQRIYLVXDOSHUFHSWLRQħWKHIDFWWKDWLWLVUHODWLRQDO DQGVRVXEMHFWWR
DQH[LVWHQFHFRQGLWLRQĪVHHLQJ x HQWDLOVWKDW x H[LVWVī , QRWHGWKDWWKH
IDFWWKDWZHWKLQNRIYLVXDOSHUFHSWLRQLQWKLVZD\LVPDQLIHVWLQRXURUGLĥ
QDU\WDONĪµVHH¶LQWKHEDVLFSHUFHSWXDOVHQVHKDVDQH[LVWHQFHĥJUDPPDUī ,
KDYHDOVRVXJJHVWHGWKDWZHVKRXOGQ¶WFRQÀDWHRXURUGLQDU\FRPPLWPHQW
DERXWWKHUHODWLRQDOLW\RIVHHLQJZLWKPRUHWKHRUHWLFDOFRPPLWPHQWVZH
PLJKWEHLQFOLQHGWRLQYRNHWRFDSWXUHRUH[SODLQWKLVIDFWDERXWVHHLQJ ,
WXUQQRZWRGLVFXVVDIXUWKHUDVSHFWRIRXURUGLQDU\FRQFHSWLRQRIYLVXDO
SHUFHSWLRQ WKDWSHUWDLQLQJWRWKHYLVLELOLW\RIIHDWXUHV
 9LVXDO3HUFHSWLRQDQG9LVLEOH)HDWXUHV
7KHUHDUHIHDWXUHVZKLFKZHWDNHWREHYLVLEOH 7KHVKDSHRIWKHOHPRQ
LVRQHRILWVYLVLEOHIHDWXUHV DVLVLWVFRORXU 7KHVHDUHSUHĥWKHRUHWLF
FODLPV %XWKRZDUHZHWRÀHVKRXWWKHVHFRPPLWPHQWV" ,QWKLVVHFWLRQ
, GLVWLQJXLVKWKUHHVHQVHVLQZKLFKZHFRXQWHQWLWLHVDVYLVLEOH LQRXU
RUGLQDU\WKRXJKWDQGWDON 2QHLVDQ REMHFW VHQVHĪIDPLOLDUIURPWKH
ZD\LQZKLFKZHWDNHWKHOHPRQWREHYLVLEOHħDVDSRWHQWLDOREMHFWRI
VLJKWī 2QHLVD UHSUHVHQWDWLRQDO VHQVH DQGWKHRWKHULVD SKHQRPHQRORJLFDO
VHQVH %HORZ, ZLOO  VSHOO RXW KRZZH SUHĥWKHRUHWLFDOO\  VXSSRVH  WKDW
YLVLEOHIHDWXUHVDUHYLVLEOHLQWKHUHSUHVHQWDWLRQDODQGSKHQRPHQRORJLFDO
VHQVHV , ZLOOWKHQFRQVLGHUZKHWKHUZHDOVRSUHĥWKHRUHWLFDOO\VXSSRVH

WKDWWKH\DUHYLVLEOHLQWKHREMHFWVHQVH , ZLOOVXJJHVWWKDWWZRZD\VRI
WU\LQJWRVXSSRUWWKHFODLPWKDWZHGRSUHĥWKHRUHWLFDOO\VXSSRVHWKLV
IDOOVKRUWRIWKHLUWDUJHW )RUWKH\FDQEHDFFRXQWHGIRUMXVWLQWHUPV
RIWKHRWKHUWZRVHQVHV 0RUHRYHU WDNLQJYLVLEOHIHDWXUHVWREHYLVLEOH
LQWKHREMHFWVHQVHWXUQVRXWWRLQYROYHFRQWURYHUVLDOPHWDSK\VLFDODQG
VHPDQWLFFRPPLWPHQWV 6RLWLVQRWREYLRXVWKDWZHZDQWWRVDGGOHRXU
RUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQZLWKDFRPPLWPHQWWRWKHLGHD
WKDWYLVLEOHIHDWXUHVDUHYLVLEOHLQWKHREMHFWVHQVH , VXJJHVWWKDWLWLV
EHVWWRUHJDUGRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQDVMXVWQRW
FRPPLWWHGHLWKHUZD\RIZKHWKHUIHDWXUHVDUHYLVLEOHLQWKHREMHFWVHQVH
2QRQHZD\RIXQGHUVWDQGLQJYLVLELOLW\ DWKLQJLVYLVLEOHMXVWLILWLVDSRĥ
WHQWLDO REMHFW RIYLVXDOSHUFHSWLRQ ,IDWKLQJLVYLVLEOHLQWKLVVHQVHOHW¶V
VD\WKDWLWLVYLVLEOHLQWKH REMHFW VHQVH :HWDNHYDULRXVPDWHULDOREMHFWV
HYHQWV TXDQWLWLHVRIVWXɱ DQGVRRQ WREHYLVLEOHLQWKLVVHQVH ,QVHFWLRQ
ĪīDERYH, QRWHGWKDWWKLVLVSDUWO\EHFDXVHZHWDNHVXFKWKLQJVWREH
VSDWLDOWKLQJV DQGWKLQJVWKDWKDYHORRNV %XWWKHWKLQJVZHKDYHEHHQ
FRQVLGHULQJZKLFKDUHYLVLEOHLQWKLVVHQVH KDYH RUKDYHDVSHFWVZKLFK
KDYH YLVLEOH IHDWXUHV 6RPHRIWKHIHDWXUHVRIWKHOHPRQ WKRVHSHUWDLQLQJ
WRFRORXU VD\ DUHYLVLEOH EXWVRPHDUHQ¶W WKRVHSHUWDLQLQJWRLWVDWRPLF
VWUXFWXUH VD\ +RZGRZHRUGLQDULO\XQGHUVWDQGWKHYLVLELOLW\RIIHDWXUHV"
)RUDVWDUW, WKLQNZHFDQVD\WKLV :HWDNHIHDWXUHV VXFKDVWKH\HOĥ
ORZFRORXURIWKHOHPRQ WREHYLVLEOHLQDZD\VLPLODUWRKRZZHWDNH
FRQWHQWVħVXFKDV WKDWWKHPHDWLVRQWKHUXJħWREHYLVLEOH 6XFKFRQWHQWV
FRXQWDVYLVLEOHQRWLQWKHREMHFWVHQVH EXWLQWKHVHQVHWKDWWKH\DUH
NQRZDEOHRQWKHEDVLVRI YLVLRQ 6LPLODUO\ ZHWDNHLWWKDWRQHFDQNQRZ
SXUHO\RQWKHEDVLVRIYLVLRQ ZKHWKHUDWKLQJLV \HʃRZ $QGLQWKLVVHQVH
\HOORZQHVVFRXQWVDVDYLVLEOHIHDWXUH 0RUHJHQHUDOO\ RQHFDQUHSUHVHQW
DWKLQJDV\HOORZRQWKHEDVLVRIYLVLRQ 2QHFDQFHUWDLQO\GRVRLQWKRXJKW
DQGEHOLHI 6RPHZRXOGVXSSRVHWKDWRQHFDQGRVRLQSHUFHSWLRQħWKH
LGHDEHLQJWKDWSHUFHSWLRQLVDPRGHRIUHSUHVHQWLQJ %XWWKLVLVDFRQĥ
WURYHUVLDOWKHRU\ 6ROHW¶VOHDYHLWDVLGHKHUH Ī7KRXJK, ZLOOGLVFXVVVXFK
WKHRULHVLQ3DUW,,ī/HW¶VVD\ WKHQ WKDWZKDWZHLQWXLWLYHO\FRXQWDVYLVLĥ
EOHIHDWXUHVDUHZKDWZHUHJDUGDVYLVLEOHLQDWOHDVWD UHSUHVHQWDWLRQDO VHQVH
'RZHUHJDUGVXFKIHDWXUHVDVYLVLEOHLQDQ\RWKHUVHQVH"
:HWKLQNWKDWYLVLEOHIHDWXUHVFDQVRPHKRZ¿JXUHLQKRZWKLQJVVHHP

RUORRNWRRQHLQVHHLQJ ,QJLYLQJIDLWKIXOGHVFULSWLRQVRIKRZWKLQJVDUH
ZLWKRQHYLVXDOO\ ZKHQVHHLQJVRPHHQWLW\ RQHZLOO W\SLFDOO\ QRWRQO\
PDNHUHIHUHQFHWRWKHHQWLW\ EXWVRPHRILWVIHDWXUHV :KHQ, VHHWKH
OHPRQLWORRNV \HʃRZ WRPH , VHHWKHER[DQGLWORRNV FXELF WRPH /HW¶VVD\
WKHQ WKDWZKDWZHLQWXLWLYHO\FRXQWDVYLVLEOHIHDWXUHVDUHZKDWZHUHJDUG
DVYLVLEOHQRWRQO\LQDUHSUHVHQWDWLRQDOVHQVH EXWDOVRLQD SKHQRPHQRORJLĦ
FDO VHQVH 2QHTXHVWLRQLQWKHPHWDSK\VLFVRISHUFHSWLRQFRQFHUQV ZKDW
LWLV IRUH[SHULHQFHVWRKDYHFKDUDFWHUVZKLFKDUHDVVRFLDWHGZLWKIHDWXUHV
LQWKLVZD\" ,VLWIRURQHWRUHSUHVHQWWKRVHIHDWXUHV" )RUWKRVHIHDWXUHV
WREHSUHVHQW" %RWK" 6RPHWKLQJHOVH" ,WLVQRWREYLRXVWRPHWKDWZH
DUHFRPPLWWHGRQWKLV WKHRUHWLFDO LVVXH %XWZHGRWDNHLWWKDWVRPHIHDĥ
WXUHVDUHVXFKWKDWWKH\FDQEHSDUWRIZKDWħLQVRPHVHQVHħGHWHUPLQHV
WKHFKDUDFWHURIDYLVXDOH[SHULHQFH $QGWKDWLVWKHFRPPLWPHQW, ZDQW
WRFDSWXUHE\FODLPLQJWKDWZHWDNHVRPHIHDWXUHVWREHYLVLEOHLQDSKHĥ
QRPHQRORJLFDOVHQVH
:KDW,¶YHVDLGVRIDULVFRQVLVWHQWZLWKWKHLGHDWKDWWKHIHDWXUHVZH
FRXQWDVYLVLEOHDUHQRWWDNHQE\XVWREHYLVLEOHLQWKH¿UVWVHQVH LQWKH
REMHFW VHQVH %XW LVWKHUHHYLGHQFHIURPRXURUGLQDU\WKRXJKWDQGWDON
WKDWZHGRWDNHĪVRPHīIHDWXUHVWREHYLVLEOHLQWKLVZD\WRR" &RQVLGHU
WKHIROORZLQJH[DPSOH IURP:DUQRFNĪīĪS ī
Īī , VDZWKHFRORXURI/OR\G*HRUJH¶VWLH
:HWKLQNWKDWXWWHUDQFHVRIVHQWHQFHVVXFKDV Īī FDQEHWUXH $QGLIµVHH¶
KHUHLVWKHEDVLFSHUFHSWXDOµVHH¶ WKHQWKDWPHDQVZHWKLQNWKDWZHFDQ
VHHWKLQJVVXFKDVWKHFRORXURIDWLHDVZHOODVWKHWLHZKLFKLVFRORXUHG
+RZHYHU:DUQRFNWKLQNVWKDWWKHPRVWQDWXUDOLQWHUSUHWDWLRQRIµVHH¶
LQ Īī LV QRW LQP\WHUPV WKHEDVLFSHUHFSWXDOµVHH¶ ,WLVUDWKHUWKH HSLVWHPLF
SHUFHSWXDOµVHH¶ 'HVSLWHWKHRYHUWIRUPRI Īī ZKLFKLVPRUHFRPPRQWR
EDVLFSHUFHSWXDOXVHV KHWKLQNVWKDWWKHPRVWQDWXUDOLQWHUSUHWDWLRQRI Īī
LVRQHRQZKLFKLWPHDQV , FDQWHOO E\YLVLRQ ZKDWFRORXU/OR\G*HRUJH¶V
WLHZDV :KDWRQHWKXVVD\VZLWKDXVHRI Īī LVVRPHWKLQJPRUHOLNH ,
VHH WKDW WKHWLHLVVXFKĥDQGĥVXFKDFRORXU 7KLVSRLQWLVGHYHORSHGLQPRUH
GHWDLOE\ 'UHWVNHĪī &RQVLGHUWKHIROORZLQJ
:KHQSHUFHSWXDOYHUEV«DUHIROORZHGE\DEVWUDFWQRXQVĪWKH
GLɱHUHQFH WKHQXPEHU WKHDQVZHU WKHSUREOHP WKHVL]H WKH

FRORUīDQGLQWHUURJDWLYHQRPLQDOVĪZKHUHWKHFDWLV ZKRKH
LVWDONLQJWR ZKHQWKH\OHIWī ZKDWLVEHLQJGHVFULEHGLVQRUĥ
PDOO\DQDZDUHQHVVRIVRPHĪXQVSHFL¿HGīIDFW 7KHDEVWUDFW
QRXQSKUDVHRULQWHUURJDWLYHQRPLQDOVWDQGVLQIRUVRPHIDFĥ
WLYHFODXVHĬHJ WUXH7+$7 FODXVHĭ 7KXV VHHLQJĪEHLQJFRQĥ
VFLRXVRIīWKHGLɱHUHQFHEHWZHHQ A DQG B LVWRVHHĪEHFRQĥ
VFLRXVī WKDW WKH\GLɱHU ,IWKHSUREOHPLVWKHFORJJHGGUDLQ
WKHQWREHDZDUHRIWKHSUREOHPLVWREHDZDUHWKDWWKHGUDLQ
LV FORJJHG 7REHDZDUHRIWKHSUREOHP LWLVQ¶WHQRXJKWR
EHDZDUHRIĪHJ WRVHHīWKHWKLQJWKDWLVWKHSUREOHPĪWKH
FORJJHGGUDLQī 2QHKDVWRVHHĪWKHIDFWī WKDW LWLVFORJJHG 8Qĥ
WLORQHEHFRPHVDZDUHRIWKLVIDFW RQHKDVQ¶WEHFRPHDZDUHRI
WKHSUREOHP /LNHZLVH WRVHHZKHUHWKHFDWLVKLGLQJLVWRVHH
WKDWLWLVKLGLQJ WKHUH IRUVRPHYDOXHRI³WKHUH´ ĪSS Ħī
$QGVKRUWO\DIWHUWKLV RQHµFDQQRWEHFRQVFLRXVRIĬHJ VHHĭDQREMHFW¶V
LUUHJXODUVKDSHZLWKRXWEHLQJFRQVFLRXVWKDWĬHJ VHHLQJWKDWĭLWKDVDQ
LUUHJXODUVKDSH«¶ĪS ī
2QHZD\WRWDNHWKHVHUHPDUNVLVDVIROORZV :KHQHYHUµVHH¶LVIROĥ
ORZHGE\DQDEVWUDFWQRXQSKUDVH WKHUHVXOWLQJVHQWHQFHZLOOEHDFRQĥ
WUDFWLRQRIVRPHµVHHVWKDW«¶RUµVHHV ZK«¶VHQWHQFH DQGEHVWLQWHUSUHWHG
LQWHUPVRIWKHVHPDQWLFVRIVXFKVHQWHQFHV QRW VHQWHQFHVLQYROYLQJWKH
EDVLFSHUFHSWXDOµVHH¶ 7KLVDFFRUGVZLWKWKHVHOHFWLRQUHVWULFWLRQZHGLVĥ
FXVVHGLQVHFWLRQĪī ZKLFKGHPDQGVWKDWµVHH¶LQWKHEDVLFSHUFHSWXDO
VHQVHWDNHVDWHUPIRUD VSDWLDO HQWLW\DVDFRPSOHPHQW DQGVRQRWDQ
DEVWUDFWQRXQSKUDVH 1RZ VRPHWLPHVWKHEHVWVHPDQWLFWUHDWPHQWRI
FDVHVZKHUHµVHH¶LVIROORZHGE\DQDEVWUDFWQRXQSKUDVHZLOOLQYROYHWKH
SXUHO\ HSLVWHPLFVHQVHRIµVHH¶ )RULQVWDQFH LQGLVFXVVLQJDFKDOOHQJHIRUD
PDWKHPDWLFDOWKHRU\ RUDORJLFDOSURRI RQHPLJKWVD\ ³,WZDVQ¶WFOHDUWR
PHWREHJLQZLWK EXWQRZ, VHHWKHSUREOHP´ +HUH RQHVD\VWKDWWKH\
QRZVHH ZKDW WKHSUREOHPLV WKDW WKHSUREOHPLV«ī %XWVRPHWLPHVWKH
EHVWVHPDQWLFWUHDWPHQWIRUDFDVHZLOOLQYROYHUHIHUHQFHWRWKHHSLVWHPLF
SHUFHSWXDO VHQVHRIµVHH¶ LIWKHUHOHYDQWQRXQSKUDVHUHODWHVWRDSURSHUW\
DVVRFLDWHGZLWKYLVXDOSHUFHSWLRQĪHJ DSURSHUW\ZKLFKFRXQWVDVYLVLEOH
LQWKHUHSUHVHQWDWLRQDO DQGRUSKHQRPHQRORJLFDOVHQVHVīħDVLQ Īī
:KDWLVWKHUHOHYDQFHRIWKHVHOLQJXLVWLFREVHUYDWLRQV" ,WPLJKWKDYH

VHHPHGOLNHWKHIDFWWKDWZHWKLQNWKDWXWWHUDQFHVRIVHQWHQFHVVXFKDV
Īī FDQEHWUXHUHYHDOHGWKDWZHWKLQNWKDWZHFDQVHHħLQWKHREMHFWRI
SHUFHSWLRQVHQVHħIHDWXUHVVXFKDVWKHFRORXURIWKHWLH %XWLIWKHOLQĥ
JXLVWLFREVHUYDWLRQVDUHFRUUHFW WKHQWKHPHUHIDFWWKDWZHWKLQNWKDW
XWWHUDQFHVRIVHQWHQFHVVXFKDV Īī FDQEHWUXHUHYHDOV DWPRVW WKDWZHWDNH
IHDWXUHV VXFKDVWKHFRORXURIWKHWLH WREHYLVLEOHLQWKH UHSUHVHQWDWLRQDO
VHQVH )RULIVXFKVHQWHQFHVKDYHWKHHSLVWHPLFSHUFHSWXDOVHQVH WKHQ
WKDWXWWHUDQFHVRIWKHPFDQEHWUXHGRHVQ¶WHQWDLOWKDWWKHUHLVWKHVHHLQJ
RIWKHUHOHYDQWIHDWXUHĪDVRSSRVHGWRVRPHRWKHUHQWLW\ī ,QDQXWWHUDQFH
RI Īī RQHVD\VWKDWRQH VHHVWKDW /OR\G*HRUJH¶VWLHKDVVXFKĥDQGĥVXFKD
FRORXU $QGVHPDQWLFDOO\WKLVGRHVQ¶WLQYROYHDVSHFL¿FDWLRQRIDW\SHRI
VWDWHRIYLVXDOSHUFHSWLRQĪDVQRWHGLQVHFWLRQĪīī )RUDOOWKHVHPDQWLFV
UHTXLUHV DQGIRUDOOWKHWUXWKRIWKHXWWHUDQFHUHTXLUHV WKHUHOHYDQWW\SH
RIVWDWHPLJKWKDYHEHHQDVHHLQJRI WKHWLH ĪZKLFKORRNHG WRWKHVXEMHFW
WRKDYHDFHUWDLQFRORXUī 6R LIWKHOLQJXLVWLFREVHUYDWLRQVDUHFRUUHFW
WKHQSRLQWLQJRXWWKDWZHWKLQNWKDWXWWHUDQFHVRIVHQWHQFHVVXFKDV Īī
FDQEHWUXHGRHVQRWLWVHOILQGLFDWHWKDWZHWKLQNWKDWZHFDQVHHIHDWXUHV
ĪLQWKHREMHFWVHQVHī
,WVHHPVULJKWWKDWLQPDQ\FDVHVZKHQRQHXWWHUVVRPHWKLQJOLNH³,
FDQVHHWKHFRORXURIKLVWLH´RU³-DQHFDQVHHWKHLUUHJXODUVKDSHRIWKH
SRWDWR´ DQGVRRQ RQHLVEHVWLQWHUSUHWHGDVHPSOR\LQJDQHSLVWHPLFSHUĥ
FHSWXDOVHQVHRIµVHH¶ $QGDVVXFK WKRVH FDVHVGRQ¶WLQWKHPVHOYHVVXJJHVW
WKDWRQHFDQVHHIHDWXUHVLQWKHREMHFWVHQVH %XWLVWKLVULJKWIRU Dʃ FDVHV"
$UHWKHUHDQ\WUXHXWWHUDQFHVZKHUHµVHH¶WDNHVVRPHVXFKIHDWXUHH[SUHVĥ
VLRQDVDFRPSOHPHQW ZKHUHZHWKLQNWKDWZKDWLVUHDOO\LQSOD\LVWKH
EDVLFSHUFHSWXDOVHQVH" :HPLJKWZRQGHUZKHWKHUDQH[DPSOHOLNHWKH
IROORZLQJPLJKWJLYHXVVRPHWKLQJDORQJWKHVHOLQHV 6XSSRVHRQHVD\V
³, ZDVTXLWHH[FLWHGDERXWYLVLWLQJWKHEOXHODJRRQLQ,FHODQG , FRXOGQ¶W
ZDLWWRVHHWKHEOXHLQWKHVSD ,¶GKHDUGDERXWWKHVKDGH DQGHYHQVHHQ
SLFWXUHV EXWLWZDVZRQGHUIXOWRVHHLWIRUP\VHOI´ 6XSSRVHDOVRWKDWWKLV
LVIROORZHGE\DQXWWHUDQFHRIWKLVVHQWHQFH
Īī , DPVRKDSS\WKDW, VDZWKHEHDXWLIXOEOXHQHVVRIWKHVSDZDWHU
/HW¶VSUHWHQG IRUVLPSOLFLW\ WKDWWKHVSDZDWHULQWKHEOXHODJRRQSUHVHQWV
RQHVSHFLDOVKDGHRIEOXHĪRIFRXUVH WKHUHDUHPDQ\VKDGHVRIEOXHWR
EHIRXQGLQWKHODJRRQī :HFDQLPDJLQH Īī EHLQJXWWHUHGE\VRPHRQH

ZKRWDNHVJUHDWSOHDVXUHLQFRORXUVDQGVKDGHVĪSHUKDSVDQDUWLVWī ,WLV
QRWREYLRXVWKDW LQWKLVFRQWH[W RXUVXEMHFW¶VXWWHUDQFHRI Īī FRQFHUQV
VHHLQJ ZKDW FRORXU RUZKDWVKDGHRIEOXH WKHJHRWKHUPDOVSDZDWHUKDV
%HIRUHVKHVDZWKHEOXHQHVVLQWKHVSDZDWHU RXUVXEMHFWDOUHDG\NQHZ
ZKDWVSHFL¿FFRORXUWKHVSDZDWHUKDG DQGVKHNQHZWKLVRQWKHEDVLVRI
YLVLRQĪIRUVKHKDGVHHQSKRWRVī 6RZKHQVKHH[SUHVVHVKHUMR\DWKDYLQJ
VHHQWKHEOXHRIWKHZDWHUIRUKHUVHOI LWLVWHPSWLQJWRVXSSRVHVKHLV
H[SUHVVLQJMR\DWKDYLQJZLWQHVVHGLW¿UVWKDUG $QGRQHPLJKWWKLQN
WKDWDJRRGZD\WRFDSWXUHZKDWRXUVXEMHFWLVH[SUHVVLQJKHUH LQDZD\
WKDWDFFRUGVZLWKSUHĥWKHRUHWLFLQWXLWLRQ LVWKDWVKH VDZħLQWKHEDVLF
SHUFHSWXDOVHQVHħD IHDWXUHħWKHEOXHQHVVLQWKHZDWHU
,IZHGRFRQVWUXHWKHFDVHLQWKLVZD\ WKHQZHDUHWUHDWLQJWKHIHDĥ
WXUHħWKHEOXHQHVVRIWKHVSDZDWHUħDVDQ REMHFW RIYLVXDOSHUFHSWLRQ ,I
ZHZDQWWKLVWUHDWPHQWWRDFFRUGZLWKRXURUGLQDU\FRQFHSWLRQRIYLVXDO
SHUFHSWLRQ WKHQWKHUHKDVWREHDZD\RIWKLQNLQJDERXWWKHIHDWXUHRQ
ZKLFKLWLVDVSDWLDOHQWLW\ZKLFKORRNVVRPHZD\ Ī:HFDQ¶WEHWKLQNLQJ
RILWDV VD\ DWUDQVFHQGHQWXQLYHUVDOī +RZPLJKWZHFRQFHLYHRIWKH
EOXHQHVVRIWKHVSDZDWHU WKHQ WRPDNHWKHVWRU\ZRUN" :KDWVRUWRI
HQWLW\LVLWWKDWRXUVXEMHFWVXSSRVHGO\VHHVZKHQVKHVHHVWKHEOXHRIWKH
ODJRRQ" 1RGRXEWWKHUHDUHPDQ\RSWLRQVKHUH EXWRQHLVWRUHJDUGWKH
HQWLW\LQTXHVWLRQħWKHEOXHQHVVRIWKHZDWHUħDVDSURSHUW\LQVWDQFHRU
WURSH .DOGHURQĪDī IRULQVWDQFH WKLQNVWKDWZHFDQVHHWURSHVRU
SURSHUW\LQVWDQFHV VXFKDVWKH\HOORZLVKUHGRIWKHWRPDWR LQWKHVHQVH
LQZKLFKZHFDQVHHWKLQJVOLNHWRPDWRHV Ī$ FODVVLFGHIHQFHRIWURSHWKHĥ
RU\LVWREHIRXQGLQ ' & :LOOLDPVĪīVHHDOVR . &DPSEHOOĪī
DQGIRUGLVFXVVLRQVHH /RX[Īī S SS Ħī
2QWKLVYLHZWKHEOXHQHVVRIWKHZDWHULVDIHDWXUHRIWKHVSDZDWHU EXW
LWLVQRWDUHSHDWDEOHHQWLW\ ,WLVQRWDIHDWXUHZKLFKFDQEHH[HPSOL¿HG
E\RWKHUSDUWLFXODUV ,WLVQRWDXQLYHUVDO LWLVD SDUWLFXODU 7KHEOXHRIWKH
ODJRRQ XQGHUVWRRGDVDWURSH LVDIHDWXUHZKLFKQRWKLQJRWKHUWKDQWKH
YHU\VSDZDWHULQWKHEOXHODJRRQFRXOGKDYH ,WVYHU\LGHQWLW\LVVRPHKRZ
WLHGWRZKDWLWLVDIHDWXUHRI
,IZHFRQFHLYHRIFRORXUIHDWXUHVDVWURSHV VRWKDWWKHEOXHRIWKH
ZDWHUXQLTXHO\³EHORQJV´WRWKHZDWHU ZHGRQRWWKHUHE\GHQ\WKDWDQĥ
RWKHUSDUWLFXODUĪHJ DGLɱHUHQWSRRORIZDWHUīPLJKWEHH[DFWO\VLPLODU
LQFRORXU :KDWZHGHQ\LVWKDWZHKDYHWRXQGHUVWDQGVXFKVLPLODULW\

E\DSSHDOWRXQLYHUVDOV 6XFKVLPLODULW\ZRXOGQRW RQVXFKDWURSHDFĥ
FRXQW EHDPDWWHURIGLVWLQFWSDUWLFXODUVHDFKH[HPSOLI\LQJRUVKDULQJLQ
RQHHQWLW\ DXQLYHUVDOĪHJ EHLQJEOXHRIVXFKĦDQGĦVXFKDVKDGHī 7ZRSDUWLFĥ
XODUVFDQEHH[DFWO\VLPLODULQFRORXULIWKH\KDYHH[DFWO\VLPLODUFRORXU
WURSHV )RUH[DPSOH VXSSRVHWKHOHDYHVRQWKHKHGJHDUHH[DFWO\VLPLODU
LQFRORXU 7KLVLVEHFDXVHHDFKKDVDJUHHQQHVVWURSH DQGWKRVHWURSHVDUH
H[DFWO\VLPLODU $ FHUWDLQVRUWRIWURSHWKHRULVW¶VPHWDSK\VLFDOVSDGHZLOO
VWRSWXUQLQJZKHQLWFRPHVWRWKHTXHVWLRQRIKRZZHDUHWRH[SODLQKRZ
IHDWXUHVħXQGHUVWRRGDVWURSHVħFDQEHVLPLODU $V/RX[SXWVLW WKDW
µWURSHVUHVHPEOHHDFKRWKHUWRZKDWHYHUH[WHQWWKH\GRĬFDQEHĭWDNHQWR
EHDSULPLWLYHRUDQDO\]DEOHIHDWXUHRIWKHZRUOG¶ĪS ī
,PSRUWDQWO\IRURXUSXUSRVHKHUH WURSHVVXFKDVWKHEOXHRIWKHZDWHU
WKHSDUWLFXODUVKDSHRIWKHOHPRQ DQGVRRQ FDQEHXQGHUVWRRGDVVSDWLDO
HQWLWLHV 7KH\VKDUHWKHLUORFDWLRQVZLWKWKHSDUWLFXODUVWKH\FKDUDFWHUL]H
ĪRUDWOHDVW DVSHFWVRUSDUWVRIWKRVHSDUWLFXODUVī 7KHEOXHRIWKHODJRRQ
LVWKHUHZKHUHWKHVSDZDWHULV 7KHVKDSHRIWKHOHPRQLVWKHUHZKHUH
WKHOHPRQLV 8QGHUVWRRGLQWKLVZD\WURSHVWKXVVDWLVI\RQHFRQGLWLRQZH
WKLQNLVUHTXLUHGIRUDWKLQJWREHDYLVLEOHLQWKHREMHFWVHQVH $QGZHFDQ
WKLQNRIWURSHVDVHQWLWLHVZKLFKKDYHORRNV )RULQVWDQFH WKDW JUHHQQHVV
ĪRI WKDW OHDIīORRNVYHU\VLPLODUWR WKLV JUHHQQHVVĪRI WKLV OHDIī 7KDW VKDSH
ĪRI WKDW OHPRQī ORRNVVLPLODUWR WKLV VKDSHĪRI WKLV OHPRQī 7KXVWURSHV
FDQEHXQGHUVWRRGWRVDWLVI\WKHWZRFUXFLDOFRQGLWLRQVZKLFKZH LQRXU
RUGLQDU\FRQFHSWLRQRIVHHLQJ WDNHWREHFRQGLWLRQVRQYLVLELOLW\LQWKH
REMHFWVHQVH 3HUKDSVWKHUHDUHRWKHUFRQGLWLRQVWURSHVZRXOGDOVRQHHG
WRVDWLVI\ EXWLWLVEHJLQQLQJWRORRNOLNHVRPHWURSHVFDQLQWHOOLJLEO\EH
FDQGLGDWHREMHFWVRIYLVXDOSHUFHSWLRQħLIWKH\H[LVW
,W PLJKW  VHHPSODXVLEOH WKHQ WKDWZKHQWKHVXEMHFWRI Īī WDONV
RI  VHHLQJ  WKH EOXH RI  WKH ZDWHU VKH  LV  HPSOR\LQJ  µVHH¶  LQ  WKH EDVLF
SHUFHSWXDO  VHQVH DQGWKHQRPLQDOFRPSOHPHQWħµWKHEOXHQHVVRIWKH
ZDWHU¶ħIXQFWLRQVDVDFRQFUHWHQRXQSKUDVHZKLFKSLFNVRXWDWURSH
, WKLQNWKLVLVDQLQWHOOLJLEOHVWRU\ %XWLWLVQRWREYLRXVWRPHWKDWZH
VKRXOGDFFHSWLWDVDFRQVWUXDORIKRZZHSUHĥWKHRUHWLFDOO\WKLQNRIWKLQJV
)RULIZHGRWDNHLWLQWKLVZD\ WKHQZHVDGGOHRXUSUHĥWKHRUHWLFXQGHUĥ
VWDQGLQJRIYLVXDOSHUFHSWLRQĪDQGUHODWHGLVVXHVWRGRZLWKYLVLELOLW\īZLWK
FRQWURYHUVLDODQGVSHFL¿FVHPDQWLFDQGPHWDSK\VLFDOFRPPLWPHQWVĪDOĥ
EHLWLPSOLFLWDQGXQDUWLFXODWHGFRPPLWPHQWVī

)RULQVWDQFH RQWKHFRQVWUXDORIWKHFDVHZHKDYHEHHQFRQVLGHULQJ
WKHEOXHQHVVRIWKHZDWHULVDVSDWLDOHQWLW\ZKLFKORRNVVRPHZD\ ,IWKLV
UHÀHFWVKRZZHRUGLQDULO\WKLQNDERXWVXFKFDVHV WKHQZHKDYHWKLVQHJĥ
DWLYHFRPPLWPHQW Ī$ī VXFKIHDWXUHVDUHQRW3ODWRQLFXQLYHUVDOV RUHQWLĥ
WLHVRIDVLPLODUO\WUDQVFHQGHQWVRUW %XWVRPHPHWDSK\VLFLDQVZLOOZDQW
WRVD\WKDWVXFKIHDWXUHVDUHWUDQVFHQGHQWXQLYHUVDOV 5HODWHGO\ WKHFRQĥ
VWUXDORIWKHFDVHZH¶YHEHHQGLVFXVVLQJLQYROYHVĪ%ī WKHVHPDQWLFFODLP
WKDWµWKHEOXHQHVVLQWKHVSDZDWHU¶ LQFRQWH[WVRIWKHVRUWZHKDYHEHHQ
FRQVLGHULQJ GRHVQ¶WIXQFWLRQDVDQDEVWUDFWQRXQSKUDVHGHQRWLQJRUH[ĥ
SUHVVLQJDWUDQVFHQGHQWXQLYHUVDO %XWDJDLQVRPHZLOOWKLQNWKDWVXFK
H[SUHVVLRQVKDYHDGLɱHUHQWVHPDQWLFVħRQHRQZKLFKVXFKH[SUHVVLRQV
SLFNRXWWUDQVFHQGHQWXQLYHUVDOV $QGZHKDYHEHHQVXSSRVLQJWKDWĪ&ī
µWKHEOXHQHVVRIWKHVSDZDWHU¶FDQIXQFWLRQWRSLFNRXWDWURSH $QGVRZH
DUHFRPPLWWHGWRĪ'ī WKHFODLPWKDWWURSHVH[LVW %XWVRPHZLOOGHQ\WKDW
WKHUHDUHVXFKWKLQJVDVWURSHV $QGHYHQLIZHDGPLWWKDWWKHUHDUHVXFK
WKLQJVDVWURSHV LWLVVWLOODIXUWKHUTXHVWLRQZKHWKHUQRPLQDOL]DWLRQVRI
WKHVRUWZHKDYHEHHQFRQVLGHULQJGRUHIHUWRWKHP
, PHDQMXVWWRKLJKOLJKW LQĪ$īĦĪ'īWKDWWKHFRQVWUXDORIWKHFDVH,¶YH
EHHQVXJJHVWLQJLQYROYHVFRPPLWPHQWVZKLFKDUHFRQWURYHUVLDOħZKLFK
LVQRWWRVD\WKDWWKH\DUH LPSODXVLEOH 1RZLQSXWWLQJIRUZDUGD WKHRU\ RI
YLVXDOSHUFHSWLRQ FRQWURYHUVLDOFRPPLWPHQWVDUH¿QHĪDVORQJDVWKH\FDQ
EHGHIHQGHGī %XWZHPLJKWZRQGHULIVXFKFRQWURYHUVLDOFRPPLWPHQWV
MXVWIDOORXWRIKRZZHRUGLQDULO\WKLQNDERXWYLVXDOSHUFHSWLRQ" ,IZHDFĥ
FHSWWKHFRQVWUXDORIWKHFDVH, KDYHEHHQRXWOLQLQJ DVDFRQVWUXDORIKRZ
ZHRUGLQDULO\WKLQNDERXWVXFKFDVHV WKHQZHHQGXSVDGGOLQJRXURUGLĥ
QDU\WKLQNLQJDERXWYLVXDOSHUFHSWLRQDQGYLVLELOLW\ZLWKWKHFRQWURYHUĥ
VLDOPHWDSK\VLFDODQGVHPDQWLFFRPPLWPHQWV 7KLV PLJKW EHDFFHSWDEOH
LI IRULQVWDQFH WKHZD\RIWUHDWLQJWKHFDVHZHKDYHEHHQFRQVLGHULQJLV
RYHUZKHOPLQJO\SODXVLEOH %XWLIWKHUHLVDPRUHQHXWUDORSWLRQ WKHQLWLV
SHUKDSVEHVWWRFDXWLRXVO\VLGHZLWKWKDWRSWLRQLQWKHDEVHQFHRIIXUWKHU
FRQVLGHUDWLRQV 6R FDQZHFRQVWUXHWKHFDVHZH¶YHEHHQGLVFXVVLQJLQDQ
DGHTXDWHRUIDLWKIXOZD\ ZLWKRXWDSSHDOWRWKHLGHDWKDWZHVHHIHDWXUHV
LQWKHFRQWHVWHGVHQVH" +HUHLVRQHVXJJHVWLRQ
2XUORYHURIFRORXUVZKRYLVLWHGWKHEOXHODJRRQVDZWKHVSDZDWHU
LQDOOLWVJORU\ IRUZKDWLWWKHQZDV 6KHWKHUHE\KDGDYLVXDOH[SHULHQFH
ZKLFKUHYHDOHGWKHEOXHVKDGHRIWKHZDWHUWRKHU ,QDVHQVHVKH H[SHULĦ

HQFHG WKHEOXHRIWKHODJRRQ ,WZDVYLVXDOO\PDQLIHVWWRKHU 6XSSRVHRXU
VXEMHFWVD\V ³,WZDVEULOOLDQW WKDWFRORXUMXVW VWUXFNPH ,WZDVVRYLYLG
DQGOLNHQRWKLQJ,¶YHH[SHULHQFHGEHIRUH , ZDVVRJODG, YLVLWHGWKHODĥ
JRRQ´ 6XSSRVHDOVR DVDERYH WKDWVKHH[SUHVVHVKHUVHOIE\VD\LQJ ³, DP
VRKDSS\WKDW, VDZWKHEHDXWLIXOEOXHQHVVRIWKHVSDZDWHU´ :KDWGRZH
ORVHLQWU\LQJWRXQGHUVWDQGWKLVVFHQDULR DQGKHUH[SUHVVLRQRILW LQD
SUHĥWKHRUHWLFDOZD\ LIZHDGPLWQRPRUHWKDQWKDWWKHEOXHRIWKHODJRRQ
ZDVYLVLEOHWRKHULQWKHSKHQRPHQRORJLFDOVHQVHZKLFKZHGLVWLQJXLVKHG
DERYH" 7KDWLV ZKDWGRZHORVH LIZHGHVFULEHWKHFDVH MXVW LQWHUPVRI
WKHLGHDWKDWWKHEOXHQHVVRIWKHZDWHUZDVDFUXFLDODVSHFWRIWKHFKDUDFĥ
WHURIKHUYLVXDOH[SHULHQFH" Ī,QVRPHVHQVH WREHGHWHUPLQHGE\DWKHRU\
RISHUFHSWLRQī
, GRQ¶WP\VHOIVHHZKDWZHORVHKHUH ,WVHHPVWRPHWREHHQRXJKWR
DFFRXQWIRUKHUH[SHULHQFH DQGLWVFRQVFLRXVFKDUDFWHU LQDSUHĥWKHRUHWLF
ZD\ WRVD\WKDWLQVHHLQJ WKHEOXHVSDZDWHU VKHH[SHULHQFHGLW DV EOXH DQG
LW ORRNHGWRKHUWRKDYH WKDWYHU\VKDGHRIEOXHVKHZDVLQWHUHVWHGLQ 7KHUH
QHHGEHQRPHQWLRQRIWKHEOXHQHVVRIWKHZDWHU FRQFHLYHGDVDWURSH
EHLQJDQ REMHFW RIKHUH[SHULHQFH $QGDOWKRXJKVKHH[SUHVVHVKHUVHOIE\
WDONLQJDERXW VHHLQJ WKHEOXHQHVVRIWKHZDWHU FDQ¶WZHOHJLWLPDWHO\XQĥ
GHUVWDQGWKDWDVMXVWDZD\RIJLYLQJH[SUHVVLRQWRWKHIDFWWKDWVKHKDG
DYLVXDOH[SHULHQFHLQZKLFKWKHEOXHRIWKHODJRRQZDVPDQLIHVWWRKHU"
7KDWGRHVQ¶WGHPDQGWKDWWKHEOXHQHVVRIWKHZDWHUZDVDQ REMHFW RIKHU
SHUFHSWLRQ IRULWPD\KDYHEHHQPDQLIHVWWRKHULQVHHLQJWKH VSDZDWHU
WKDWLV PDQLIHVWWRKHULQWKHVSDZDWHU¶VDSSHDULQJWRKHULQVRPHZD\V
7KHSRLQW WKHQ LVWKDWWKHUHLVDZD\RIXQGHUVWDQGLQJWKLVFDVH
ZKLFKGRHVQ¶WFRPPLWXVWRWKHLGHDWKDWIHDWXUHVDUHREMHFWVRIYLVXDO
DZDUHQHVV RUWKDWµWKHEOXHQHVVRIWKHZDWHU¶UHIHUVWRDWURSHħDQGWKH
FRQWURYHUVLDO PHWDSK\VLFDO  DQG  VHPDQWLF  FRPPLWPHQWV  WKDW  JR ZLWK
VXFKFRPPLWPHQWV 8QOHVVWKHUHDUHRWKHUFRQVLGHUDWLRQVZKLFKSUHVV
XVWRZDUGVDGPLWWLQJWKDWLWLVSDUWRIRXURUGLQDU\XQGHUVWDQGLQJRI
YLVXDO SHUFHSWLRQWKDWIHDWXUHVFDQEHYLVLEOHLQWKHREMHFWVHQVH ZH
VKRXOGLQVWHDGVD\WKLV ZHSUHĥWKHRUHWLFDOO\WDNHIHDWXUHVWREHYLVLEOHLQ
WKHUHSUHVHQWDWLRQDOVHQVH DQGWKHSKHQRPHQRORJLFDOVHQVH EXWQRWLQ
WKHREMHFWVHQVH 7KDWLVQRWWRVD\WKDWZHSUHĥWKHRUHWLFDOO\ GHQ\ WKDW
IHDWXUHVRIYLVLEOHLQWKHREMHFWVHQVH LW¶VUDWKHUWKDWWKLVLVDUHVSHFWLQ
ZKLFKRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQLVQRQĥFRPPLWWDO

, WXUQ QRZ  WR GLVFXVV  WKH  IDFW  WKDW ZH  FRQFHLYH RI  YLVXDO  SHUFHSĥ
WLRQDV D PRGHRI FRQVFLRXVDZDUHQHVV 7KLVZLOO  OHDGXVWRGLVFXVV
IXUWKHUWKHQRWLRQVRIYLVXDOH[SHULHQFHDQGWKHFRQVFLRXVFKDUDFWHURI
VXFKH[SHULHQFHVZKLFK, KDYHPDGHXVHRILQWKHFXUUHQWVHFWLRQ
 9LVXDO3HUFHSWLRQDQG&RQVFLRXVQHVV
,WLVSDUWRIRXURUGLQDU\FRQFHSWLRQRIVHHLQJWKDWLW DORQJZLWKRWKHU
ZD\VRISHUFHLYLQJ LVDPRGHRIFRQVFLRXVDZDUHQHVV $V 'UHWVNHĪī
QRWHV
6HHLQJDWUHH VPHOOLQJDURVH DIHHOLQJDZULQNOHLVWREH
ĪSHUFHSWXDOO\īDZDUHĪFRQVFLRXVīRIWKHWUHH WKHURVH DQGWKH
ZULQNOHĪS ī
:HWKLQNWKDWVHHLQJDQHQWLW\LVDZD\RIEHLQJFRQVFLRXVRI RUDZDUHRI
WKDWHQWLW\ $QGLQWHUPLQRORJ\IDPLOLDUIURPSKLORVRSKLFDOGLVFXVVLRQ
SDUWRIZKDWWKLVHQWDLOVLVWKDWLQVHHLQJDQHQWLW\RQHKDVDFRQVFLRXV
H[SHULHQFH RIWKDWHQWLW\ Ī,¶OOHPSOR\WKLVZD\RIWDONLQJWRRī
:HWKLQNWKDWWKHFRQVFLRXVDZDUHQHVVWKDWYLVXDOSHUFHSWLRQFRQVWLĥ
WXWHVLVRIDGLVWLQFWLYHVRUW $V .DOGHURQĪDīQRWHV
7KHDZDUHQHVVLQYROYHGLQP\YLVXDOSHUFHSWLRQLV VHQVRU\ LQ
WKHZD\WKDWWKHDZDUHQHVVRIDSDVVLQJWKRXJKWLQWKHVWUHDP
RIFRQVFLRXVQHVVLVQRW«0RUHRYHU YLVLRQDɱRUGVWKHVXEMHFW
ZLWKDGLVWLQFWLYH PRGH RIVHQVRU\DZDUHQHVV 9LVLRQLVQRW
DORQHDPRQJWKHVHQVHVLQSURYLGLQJLQIRUPDWLRQDERXWWKH
GLVWDOHQYLURQPHQW 7KXVZHFDQ VHH WKHOHDYHVUXVWOLQJDQG
KHDU WKHPUXVWOLQJ 3HUKDSV DV %HUNHOH\ĪīXUJHG ZHKHDU
DWOHDVWLQWKH¿UVWLQVWDQFH WKHVRXQGRIWKHUXVWOLQJOHDYHV
%XW LIZHGR WKHQ DWOHDVWLQSURSLWLRXVFLUFXPVWDQFHV ZH
KHDUWKHVRXUFHRIWKHVRXQGE\KHDULQJWKHVRXQG 6RZKHUHDV
YLVLRQDɱRUGVWKHVXEMHFWZLWKD YLVXDO PRGHRIDZDUHQHVVRI
WKHHYHQW DUJXDEO\DWOHDVW DXGLWLRQDɱRUGVWKHVXEMHFWZLWK
DQ DXGLWRU\ PRGHRIDZDUHQHVVRIWKHYHU\VDPHHYHQWĪSS
Ħī

7KHDZDUHQHVVZHKDYHLQVHHLQJLVGLVWLQFWLYHLQWKDWLWLVVHQVRU\ DQG
WKXVGLɱHUHQWIURPRWKHUIRUPVRIDZDUHQHVV $QGLWLVYLVXDOLQFKDUDFWHU
DQGWKXVGLɱHUHQWIURPRWKHUIRUPVRIVHQVRU\DZDUHQHVV
:HSUHĥWKHRUHWLFDOO\UHJDUGVHHLQJDVFRQVFLRXV DPRGHRIFRQVFLRXV
DZDUHQHVV , GRQ¶WWKLQNWKDWZHFDQPDNHVHQVHRIWKHLGHDRI FRQVFLRXVO\
VHHLQJ VRPHHQWLW\\HWWKHUHEHLQJQRZD\WKHHQWLW\VHHPVRUDSSHDUVRU
ORRNV WRRQH LQVHHLQJWKDWHQWLW\ Ī7KLVOLQNVXSZLWKWKHLGHDWKDWZH
WDNHHQWLWLHVZKLFKDUHYLVLEOHLQWKHREMHFWVHQVHWREHHQWLWLHVZKLFK
KDYHORRNVī 6HHLQJ DVZHRUGLQDULO\XQGHUVWDQGLW WKHQ LVQRWOLNHXQĥ
FRQVFLRXVYLVXDOGHWHFWLRQRI RUXQFRQVFLRXVSHUFHSWXDOVHQVLWLYLW\WR DQ
HQWLW\ )RUSUHVXPDEO\RQHFDQEHYLVXDOO\VHQVLWLYHWRDQHQWLW\ZLWKRXW
LWVSUHVHQWLQJLWVHOIWRRQH LQFRQVFLRXVQHVV LQVRPHZD\ $QGVR, WDNH
LWWKDWSDUWRIZKDW¶VLQYROYHGLQEHLQJFRPPLWWHGWRWKHLGHDWKDWLQVHHĥ
LQJDQHQWLW\ZHDUHFRQVFLRXVO\DZDUHRIWKDWHQWLW\LVDFRPPLWPHQW
WRWKHLGHDWKDWLQVHHLQJDQHQWLW\RQH¶VDZDUHQHVVRUH[SHULHQFHRIWKDW
HQWLW\ZLOOQRWMXVWEHYLVXDOLQFKDUDFWHU EXWZLOODOVRKDYHVRPHPRUH
GHWHUPLQDWHFRQVFLRXVFKDUDFWHUħDFKDUDFWHUZKLFKJURXQGVFODLPVOLNH
³LQVHHLQJWKHOHPRQLWORRNHG\HOORZLVKWRPH´ ,QVHHLQJDQHQWLW\ WKHUH
ZLOOEHDZD\RUZD\VLWVHHPVRUDSSHDUVRUORRNVWRRQH Ī7KDWLVQRWWR
VD\WKDWLIRQHVHHVVRPHHQWLW\RQHPXVWEHDZDUHRI RUQRWLFH RUXQGHUĥ
VWDQG WKHFKDUDFWHURIWKHH[SHULHQFHRQHKDV MXVWWKDWRQH¶VH[SHULHQFH
PXVWKDYHVRPHVXFKFKDUDFWHUī
$VQRWHGLQVHFWLRQĪīDERYH LQWKHEULHIGLVFXVVLRQRI6WUDZVRQ
ZKHQRQHVHHVDQHQWLW\DQGGHVFULEHVWKHFKDUDFWHURIWKHLUH[SHULHQFH
W\SLFDOO\DIDLWKIXOGHVFULSWLRQZLOOKDYHWRPDNHUHIHUHQFHWRWKHHQWLW\
RUHQWLWLHVRQHH[SHULHQFHVħVRPHVSDWLDODVSHFWĪRUDVSHFWVīRIPLQGĥ
LQGHSHQGHQWUHDOLW\ 6WUDZVRQ¶VSRLQWSURYLGHVDFOXHQRWRQO\WRKRZZH
FRQFHLYHRIZKDWZHVHH EXWDOVRWRKRZZHFRQFHLYHRIWKHFKDUDFWHURI
WKHH[SHULHQFHVZHKDYHLQVHHLQJ 2XUFRQFHSWLRQRIWKHFKDUDFWHURI
VXFKH[SHULHQFHVLVDVVRPHWKLQJZKLFKLVW\SLFDOO\GHVFULEDEOHLQWHUPV
RIZKDWZHVHHDQGWKHYLVLEOHIHDWXUHVRIZKDWZHVHH
6XSSRVH, VHHDUHGSRVWER[ LQJRRGOLJKW DQGWKDWP\YLVXDOV\VWHPLV
LQJRRGZRUNLQJRUGHU ,IDVNHGWRGHVFULEHP\H[SHULHQFH, PLJKWPDNH
UHIHUHQFHWRWKHSUHVHQFHRIDSRVWER[ DQGGHVFULEHLWVTXDOLWLHVĪHJ WKH
VWURQJUHGGLVKFRORXURILWVVXUIDFH VPRRWKQHVVRILWVVXUIDFHWH[WXUH WKH
F\OLQGULFDOVKDSHRILWVPDLQERG\ DQGVRRQī ,ILWKDVSHFXOLDUIHDWXUHV

, PLJKWPHQWLRQWKRVHWRR LIWKH\VHHPWRPHWRPDNHDVLJQL¿FDQWFRQĥ
WULEXWLRQWRWKHFKDUDFWHURIP\H[SHULHQFHLQVHHLQJWKHSRVWER[ Ī(J
LIWKHPDLQERG\KDVDODUJHJDSLQJKROHLQLW , PLJKWRɱHULQIRUPDWLRQ
WRWKDWHɱHFWLQGHVFULELQJP\H[SHULHQFH , PLJKWWKHQDOVRSURQRXQFH
RQZKHWKHUWKHKROHORRNVHPSW\WRPH RUZKHWKHULWLV¿OOHGZLWKVRPH
VWXɱRUREMHFWVī
,QPHQWLRQLQJVXFKHQWLWLHVDQGWKHLUIHDWXUHVWKDWLVKRZ, JLYHH[ĥ
SUHVVLRQWRKRZWKLQJVDUHLQP\YLVXDOFRQVFLRXVQHVVZKHQ, VHHWKHSRVWĥ
ER[ħWR³ZKDWLWLVOLNHIRUPH´ 0\DXGLHQFHPD\FRPHWRJHWDVHQVHRI
KRZWKLQJVDUH VXEMHFWLYHO\ IRUPH LQVHHLQJWKHSRVWER[ LIWKH\KDYH
NQRZOHGJHRIZKDW, DPWDONLQJDERXWDQGWKHYLVXDODSSHDUDQFHVFRPĥ
PRQO\DVVRFLDWHGZLWKZKDW, DPWDONLQJDERXW 7KDWLV RQHPLJKWSLFĥ
WXUHIRURQHVHOIħLQRQH¶VPLQG¶VH\HħDW\SLFDOORRNLQJSRVWER[ĪJLYHQ
WKDW, KDYHQRWLQGLFDWHG LQP\GHVFULSWLRQ WKDWLWZDV QRW W\SLFDOORRNĥ
LQJī 2QHZLOODOVRDFFHVVRQH¶VNQRZOHGJHRIWKHTXDOLWDWLYHIHDWXUHV,
PHQWLRQHGWRIRUPDVHQVHRIKRZWKLQJVDUHZLWKPHFRQVFLRXVO\LQP\
VHHLQJRIWKHSRVWER[ ,QDSSURSULDWHFRQWH[WVĪZLWKDOLVWHQHUZKRKDV
DSSURSULDWHEDFNJURXQGNQRZOHGJH DQGLPDJLQDWLYHFDSDFLWLHVī VXFKGHĥ
VFULSWLRQVFDQVXFFHVVIXOO\FRQYH\LQIRUPDWLRQDERXWKRZWKLQJVORRNWR
PHRUVHHPWRPHRUDSSHDUWRPHLQVHHLQJħWKHFKDUDFWHURIP\H[SHĥ
ULHQFHħQRWMXVWLQIRUPDWLRQDERXWWKHREMHFWVRIP\H[SHULHQFH
:HFDQIRUPH[SHFWDWLRQVDERXWWKHFKDUDFWHURIH[SHULHQFHVLIZH
DUHWROGZKDWLVH[SHULHQFHGDQGZKDWWKHPDQLIHVWYLVLEOHIHDWXUHVRI
ZKDWLVH[SHULHQFHGDUH ,I\RXDVNPHWRLPDJLQHRUWKLQNDERXWWKH
FKDUDFWHURIDQH[SHULHQFH, PLJKWKDYHLI, VDZDIRRWEDOOPDWFKIRUWZR
PLQXWHV DQGWKHQDOVRWKHFKDUDFWHURIWKHH[SHULHQFH, PLJKWKDYHLQ
VHHLQJDEDGJHUEXUURZLQJIRUWZRPLQXWHV , FDQGRWKDW +RZ" , PLJKW
UHFDOOWLPHVZKHQ, KDYHVHHQHYHQWVRIWKRVHVRUWV 2U, PLJKWMXVWDSĥ
SHDOWRP\NQRZOHGJHDERXWKRZVXFKHYHQWVZRXOGW\SLFDOO\DSSHDUħ,
ZRXOGWKLQNDERXWWKHFRQVWLWXHQWVRIVXFKHYHQWV WKHLUTXDOLWLHV KRZ
WKH\ZRXOGORRNWRPH DQGKRZWKHTXDOLWLHVPLJKWPDQLIHVWWKHPVHOYHV
LQDQH[SHULHQFH ,QWKH¿UVWFDVH, PLJKWWKXVSLFWXUHDEXQFKRIPHQ
UXQQLQJDURXQGRQDJUHHQ¿HOG ZLWKDEDOOÀ\LQJDURXQG DVWDGLXP DQG
VRRQDQGVRRQ ,QWKHVHFRQGFDVH, ZRXOGSLFWXUHDOLWWOHEODFNDQG
ZKLWHEHDVW UXVWOLQJDURXQGLQWKHGLUW RULQD¿HOG , DPQRWVD\LQJWKDW
WKHUHLVVXFKDWKLQJDV WKH FKDUDFWHURIDQH[SHULHQFHLQZKLFKVRĥDQGĥVR

VHHVDEDGJHUEXUURZLQJIRUWZRPLQXWHV 7KHSRLQWLVMXVWDSRLQWDERXW
ZKDWRQHZRXOGDSSHDOWR LQWKHDEVWUDFW WRGHVFULEH KRZ RQHVXFK H[ĥ
SHULHQFHĪRIWKDWW\SHīPLJKWEH $QGWKHLGHDLVWKDWZKDWRQHZRXOG
DSSHDOWR PRVWRIDOO LVWKH REMHFWV RIWKHH[SHULHQFH DQGWKHPDQLIHVW
YLVLEOHIHDWXUHVRIWKRVHREMHFWV
,QVRIDUDVZHKDYHDSUHĥWKHRUHWLFLGHDRIZKDWWKHFRQVFLRXVFKDUDFWHU
RIDQH[SHULHQFHLV LWLVVRPHWKLQJZHGHVFULEH DQGWKLQNDERXW SULPDUĥ
LO\LQWHUPVRIWKHREMHFWVRIH[SHULHQFHVDQGWKHLUYLVLEOHIHDWXUHV %XW
LQVRPHFRQWH[WVLQDGGLWLRQWRGHVFULELQJWKHWKLQJVDQGIHDWXUHVZKLFK
PDQLIHVWWKHPVHOYHVDVSUHVHQWWRP\H\HV , PLJKWDOVRPHQWLRQFHUWDLQ
SHFXOLDULWLHVRIP\RZQ RURIWKHSHUFHSWXDOFRQGLWLRQV LQGHVFULELQJ
WKHFKDUDFWHURIP\H[SHULHQFH )RULQVWDQFH , PLJKWVD\ , DPVHHLQJD
SRVWER[ LWORRNVQRUPDOEXWIRUWKHIDFWWKDW, DPZHDULQJJODVVHVZLWK
WLQWHGOHQVHV Ī2QHFDQWKHQIXUWKHUVSHFLI\WKHFKDUDFWHURIRQH¶VH[SHULĥ
HQFHE\GHVFULELQJWKHOHQVHVPRUHVSHFL¿FDOO\ HJ WKHFRORXU VWUHQJWK
RIWLQW HWFī 7KLVZLOOREYLRXVO\EHXVHOHVVWRRQHZKRKDVQRFRQFHSĥ
WLRQRIWLQWHGOHQVHV EXWWRVRPHRQHZKRGRHV WKH\PLJKWMXVWEHDEOH
WRIRUPDPRUHDFFXUDWHSLFWXUHRIWKHFKDUDFWHURIP\H[SHULHQFHĪWKH\
PLJKWEHDEOHWRLPDJLQHIURPZLWKLQKRZWKLQJVDUH YLVXDOO\ ZLWK PHī
,QVRPHFRQGLWLRQVRQHPD\QRWHYHQEHDEOHWRKD]DUGDJXHVVDVWR
VRPHRI ZKDW RQHVHHV 6XSSRVH, MXVWDERXWVHH WKURXJKVRPHWKLFNIRJ
ZKDWLVLQIDFWDSRVWER[ 3HUKDSVLWLVLOOXPLQDWHGVRPHZKDW ,QGHVFULEĥ
LQJWKHFKDUDFWHURIP\H[SHULHQFH, ZRQ¶WPHQWLRQWKDW, VHHDSRVWER[
)RU, GRQ¶WNQRZWKDWZKDW, VHHLVDSRVWER[ , ZRQ¶WPHQWLRQWKHVKDSH
RIWKHSRVWER[ VLQFHWKDWLVQRWPDQLIHVWLQP\H[SHULHQFH %XWHYHQLQ
VXFKDFDVH, PLJKWVWLOODSSHDOWR VRPH RIZKDW, VHHħQDPHO\ WKHIRJ
$QG, ZLOODOVRDSSHDOWRVRPHRIWKHIHDWXUHVZKLFKDUHPDQLIHVWLQP\
H[SHULHQFHħWKH FRORXU WKHSRVWER[SUHVHQWVĪHJ WKDWEXOJHRIUHGGLVKĥ
QHVVī
,WLVLPSRUWDQWWRUHPHPEHUWKDW, DPMXVWWU\LQJWRGHVFULEHĪRUÀHVK
RXWīKRZZHRUGLQDULO\FRQFHLYHRIYLVXDOSHUFHSWLRQ , DPQRWVD\LQJWKDW
ZHZRXOGRUGLQDULO\WDONLQWHUPVRIWKHµFRQVFLRXVFKDUDFWHU¶RIDQH[SHULĥ
HQFH 7KDWLVDELWRIMDUJRQ %XWZHGR , WKLQN KDYHVRPHSUHĥWKHRUHWLF
FRQFHSWLRQRIWKHSKHQRPHQDWKDWZHSKLORVRSKHUVDLPWRWDONDQGWKLQN
DERXWZLWKWKDWMDUJRQ ,WLVVRPHRIWKHFRQWHQWRIWKDWFRQFHSWLRQWKDW
, KDYHEHHQWU\LQJWRGHVFULEH

, DPQRWRɱHULQJDWKHRU\RIWKHFKDUDFWHURIH[SHULHQFH QRUDP
, VXJJHVWLQJWKDWZHDUH DVSDUWRIRXURUGLQDU\FRQFHSWLRQRIVHHLQJ
FRPPLWWHGWRDQ\VXFKWKHRU\ ,WPLJKWEHWKRXJKWWKDWEHFDXVHRXU
PRVWQDWXUDOGHVFULSWLRQVRIWKHFKDUDFWHURIH[SHULHQFHVDSSHDOWRZKDW
LVSUHVHQWWRXVDQGWKHIHDWXUHVRIZKDWLVSUHVHQWWRXVħDVSHFWVRI
QRQĥPHQWDOUHDOLW\ħD FRQVWLWXWLYHDFFRXQW RIWKHFKDUDFWHURIVXFKH[SHULĥ
HQFHV LQFDVHVRIVHHLQJ PXVWDSSHDOWRWKHSUHVHQFHRIVXFKDVSHFWVRI
QRQĥPHQWDOUHDOLW\ DVZKDW FRQVWLWXWLYHO\GHWHUPLQHV WKHFKDUDFWHURIWKRVH
H[SHULHQFHV 2U RQHPLJKWWKLQN VXFKDQDFFRXQWPXVWDWOHDVWDSSHDO
WRWKH UHSUHVHQWDWLRQ RIVXFKDVSHFWVRIQRQĥPHQWDOUHDOLW\DVZKDWGHWHUĥ
PLQHVWKHFKDUDFWHURIWKRVHH[SHULHQFHV 6XFKWKHRULHVPD\VHHPYHU\
SODXVLEOHLQOLJKWRIRXURUGLQDU\FRPPLWPHQWV EXWWKDWLVQRWWKHVDPH
DVRXUEHLQJĪLPSOLFLWO\ī FRPPLWWHG RQWKHPDWWHU /LNHZLVH LWVWULNHVPH
WKDWRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQLVMXVWQRWFRPPLWWHG
RQZKHWKHURUQRWZHQHHGWRDSSHDOWRLQWULQVLF QRQĥUHSUHVHQWDWLRQDO
QRQĥUHODWLRQDOEXWTXDOLWDWLYHSURSHUWLHVRIH[SHULHQFHVĪTXDOLDħRQRQH
FRQFHSWLRQīLQRUGHUWRDFFRXQWIRUWKHLUFRQVFLRXVFKDUDFWHU
1RWRQO\LVLWSDUWRIRXURUGLQDU\FRQFHSWLRQRIVHHLQJWKDWLWLVDPRGH
RIFRQVFLRXVDZDUHQHVV , WKLQNLWLVSDUWRIRXURUGLQDU\XQGHUVWDQGLQJ
RIµVHH¶LQWKHEDVLFSHUFHSWXDOVHQVHWKDWVHQWHQFHVRIWKHIRUPµS VHHV
x¶DVFULEHWR S DPRGHRIFRQVFLRXVDZDUHQHVVRI x ,WLVFRQVLVWHQWZLWK
WKLVFRPPLWPHQWWKDWWKHUHDUHDOWHUQDWLYHDQGDSSURSULDWHZD\VRIXVLQJ
SHUFHSWXDOYRFDEXODU\ZKHUHWKHUHLVVXFKDWKLQJDV³XQFRQVFLRXVSHUFHSĥ
WLRQ´ħWKHVHPLJKWEHWKRXJKWRIDVXVHVRIµVHH¶LQWKHEDVLFSHUFHSWXDO
VHQVHWKDWKDYHXQGHUJRQHVRPHVRUWRISUDJPDWLFPRGL¿FDWLRQUHVXOWLQJ
LQDTXDVLĥWHFKQLFDOPHDQLQJ $V'UHWVNHQRWHV
7KHZRUG³SHUFHSWLRQ´LVRIWHQXVHGPRUHLQFOXVLYHO\LQFRJĥ
QLWLYHVWXGLHV 2QHSHUFHLYHV x LIRQHJHWVLQIRUPDWLRQDERXW x
YLDDQDFFUHGLWHGVHQVRU\V\VWHPZKHWKHURUQRWWKLVLQIRUPDĥ
WLRQLVHPERGLHGLQDFRQVFLRXVH[SHULHQFH %OLQGVLJKWLVWKXV
FODVVL¿HGDVDIRUPRIYLVLRQ $OWKRXJKWKHVXEMHFWLVQRWFRQĥ
VFLRXVRI x VKHLVQRQHWKHOHVVVDLGWRSHUFHLYH x LIVKHJHWVLQĥ
IRUPDWLRQDERXW x WKURXJKWKHH\HV $ VWDWLVWLFDOO\VLJQL¿FDQW
QXPEHURIFRUUHFWDQVZHUVZKHQDVNHGWRJXHVV«DERXWWKH

SURSHUWLHVRI x GHPRQVWUDWHVĪDFFRUGLQJWRWKLVZD\RIWDONĥ
LQJīSHUFHSWLRQRI x ,QWKLVFDVH S SHUFHLYHV x DVWKH\VD\
ZLWKRXWDZDUHQHVVRI xħXQFRQVFLRXVSHUFHSWLRQĪ SS
Ħī
%XWµVHH¶LQWKHEDVLFSHUFHSWXDOVHQVHLVQRWWKLVLQFOXVLYH LWLPSOLHVFRQĥ
VFLRXVDZDUHQHVV 7KLVGRHVQ¶WPHDQWKDWLWLVSDUWRIWKHPHDQLQJRI
VHQWHQFHVRIWKHIRUPµS VHHV x¶ZKHUHµVHH¶KDVWKHEDVLFSHUFHSWXDOVHQVH
WKDWWKH\FRQWDLQLQIRUPDWLRQDERXWWKH FKDUDFWHU RI S ¶VH[SHULHQFHĪEHĥ
\RQGWKHIDFWWKDWLWLVYLVXDOī 6XSSRVH, VD\ ³, FDQVHH-RKQRQWKHKLOO´
3DUWRIZKDW, KDYHVDLG JLYHQZKDWµVHH¶PHDQV LVWKDW, KDYHDYLVXDOH[ĥ
SHULHQFHZLWKVRPHFRQVFLRXVFKDUDFWHURURWKHU %XWLWLVQRWSDUWRIWKH
PHDQLQJ RIP\XWWHUDQFHWKDW, FRQYH\DQ\VSHFL¿FGHWDLOVRULQIRUPDWLRQ
DERXWWKHFKDUDFWHURIP\H[SHULHQFHĪWKRXJKLQDJLYHQFRQWH[W , PD\
FRPPXQLFDWHWKLV HVSHFLDOO\LI, RɱHUWKDWDVVHUWLRQDVDUHVSRQVHWRD
UHTXHVW SHUKDSVRIDQDFFRPSDQ\LQJYLVLRQVFLHQWLVWRUFXULRXVSKLORVRĥ
SKHURISHUFHSWLRQ WRGHVFULEHWKHFKDUDFWHURIP\H[SHULHQFHī
(YHQZKHQWKHFRPSOHPHQWRIµVHH¶LQWKHEDVLFSHUFHSWXDOVHQVHLV
DQH[SUHVVLRQUHSOHWHZLWKLQIRUPDWLRQDERXWWKHYLVLEOHFKDUDFWHULVWLFV
RIVRPHHQWLW\ LWLVQRWSDUWRIWKH PHDQLQJ RIWKHUHOHYDQWVHQWHQFHWKDW
LWFRQYH\VLQIRUPDWLRQDERXWWKHFKDUDFWHURIWKHH[SHULHQFHLWDVFULEHV
)RULQVWDQFH VXSSRVH, VD\ ³, FDQVHHDUHGURXQGEXOJ\WRPDWR´ ,Q
DQDSSURSULDWHFRQWH[WZLWKVXFKDQXWWHUDQFH, PD\ZHOOFRPPXQLFDWH
GHWDLOVDERXWWKHVSHFL¿FFKDUDFWHURIP\H[SHULHQFHĪ, PD\LQYLWH\RXWR
IRUPDFRQFHSWLRQRIWKHFKDUDFWHURIP\H[SHULHQFHLQWHUPVRIWKHTXDOĥ
LWLHV, PHQWLRQ DQGWKHSUHVHQFHRIDWRPDWRī %XWWKLVLV QRW VHPDQWLFDOO\
HQFRGHG )RUWKLVXWWHUDQFHFRXOGHDVLO\DQGWUXWKIXOO\EHFRQWLQXHG ³,
VHHDUHGURXQGEXOJ\WRPDWR EXW, VHHLWDVJUH\WULDQJXODUDQGGHÀDWHG´
,WPD\EHSHFXOLDU EXWWKHUHLVQRWKLQJLQFRKHUHQW RUHYHQSK\VLFDOO\
LPSRVVLEOHDERXWWKHVFHQDULRGHVFULEHGKHUH
6RHYHQWKRXJKLWLVSDUWRIRXURUGLQDU\XQGHUVWDQGLQJRIµVHH¶LQWKH
EDVLFSHUFHSWXDOVHQVHWKDWVHQWHQFHVRIWKHIRUPµS VHHV x¶DVFULEHWR S D
PRGHRIFRQVFLRXVDZDUHQHVVRI x VHQWHQFHVRIWKDWIRUPGRQ¶WFRQWDLQ
VSHFL¿FLQIRUPDWLRQDERXWWKHFKDUDFWHURIWKHDZDUHQHVVWKH\DVFULEH

1RZVRPHDXWKRUVFODLPWKDWWKHUHLVDFODVVRIFDVHVZKLFKVKRZWKDW
ZHKDYHDTXLWHRUGLQDU\QRWLRQRIQRQĥFRQVFLRXVSHUFHSWLRQĪRUQRQĥ
FRQVFLRXVH[SHULHQFHī 7KHFDVHVLQTXHVWLRQDUHZKDW &DUUXWKHUVĪī
FDOOVFDVHVRIµ$EVHQWĥPLQGHGSHUFHSWLRQ¶ĪS ī &RQVLGHU WKHQ WKH
IROORZLQJ
&RQVLGHUURXWLQHDFWLYLWLHV VXFKDVGULYLQJ ZDONLQJ RU
ZDVKLQJXS ZKLFKZHFDQFRQGXFWZLWKRXUFRQVFLRXVDWWHQĥ
WLRQHOVHZKHUH :KHQGULYLQJKRPHRYHUDURXWH, NQRZZHOO
IRUH[DPSOH , ZLOORIWHQSD\QRFRQVFLRXVKHHGWRZKDW, DP
GRLQJRQWKHURDG ,QVWHDG , ZLOOEHWKLQNLQJKDUGDERXWVRPH
SUREOHPDWZRUN RUIDQWLVLVLQJDERXWP\VXPPHUKROLGD\ ,Q
VXFKFDVHVLWLVFRPPRQWKDW, VKRXOGWKHQĦVRPHZKDWXQĥ
QHUYLQJO\ĦµFRPHWR¶ ZLWKDVXGGHQUHDOL]DWLRQWKDW, KDYHQRW
WKHVOLJKWHVWLGHDZKDW, KDYHEHHQVHHLQJRUSK\VLFDOO\GRLQJ
IRUVRPHPLQXWHVSDVW <HW, VXUHO\PXVWKDYHEHHQVHHLQJ RU
, VKRXOGKDYHFUDVKHGWKHFDU ,QGHHG P\SDVVHQJHUVLWWLQJ
QH[WWRPHPD\FRUUHFWO\UHSRUWWKDW, VDZ WKHYHKLFOHGRXEOHĥ
SDUNHGDWWKHVLGHRIWKHURDG VLQFH, GHIWO\WXUQHGWKHZKHHO
WRDYRLGLW <HW, ZDVQRWFRQVFLRXVRIVHHLQJLW HLWKHUDWWKH
WLPHRUODWHULQPHPRU\ 0\SHUFHSWRIWKDWYHKLFOHZDVQRW
DFRQVFLRXVRQH
7KLVH[DPSOHLVDWRQHHQGRIDVSHFWUXPRIIDPLOLDUSKHĥ
QRPHQD DOORIZKLFKGHVHUYHWREHFODVVHGDVH[DPSOHVRIQRQĥ
FRQVFLRXVSHUFHSWLRQ )RUWKHUHDUH LQDGGLWLRQ PDQ\FDVHV
LQZKLFK ZKLOHFRQWLQXLQJWRHQMR\FRQVFLRXVH[SHULHQFH ,
DOVRGLVSOD\VHQVLWLYLW\WRIHDWXUHVRIP\HQYLURQPHQWZKLFK,
GR QRW FRQVFLRXVO\SHUFHLYH )RUH[DPSOH ZKLOHZDONLQJDORQJ
DFRXQWU\WUDFN DQGKDYLQJFRQVFLRXVSHUFHSWLRQVRIPDQ\
DVSHFWVRIP\VXUURXQGLQJV , PD\DOVRVWHSRYHUWUHHURRWV
DQGPDNHDGMXVWPHQWVIRUYDULRXVLUUHJXODULWLHVDQGREVWDFOHV
LQP\SDWKRIZKLFK, KDYHQRFRQVFLRXVDZDUHQHVV
6LQFHDOOWKHSKHQRPHQDDORQJWKLVVSHFWUXPLQYROYHEHĥ
KDYLRXUDOVHQVLWLYLW\WRFKDQJLQJIHDWXUHVRIWKHHQYLURQPHQW
WKH\GHVHUYHWREHGHVFULEHGDVSHUFHSWXDOH[SHULHQFHVZKLFK
DUHQRQĥFRQVFLRXV )RU, ZRXOGVXUHO\QHYHUKDYHOLIWHGP\OHJ

MXVW VR XQOHVV, KDGVHHQWKHSUHVHQFHRIWKHURRWĪ&DUUXWKHUV
S ī
7KHUHDUHWZRFDVHVKHUH WKH¿UVWZHFDQFDOOWKH 'ULYLQJ&DVH DQGWKH
VHFRQGWKH &RXQWU\:DON&DVH ĪWKH'ULYLQJ&DVHRFFXUV RULJLQDOO\ LQ $UPĥ
VWURQJĪī SS Ħī ,QERWKFDVHVZHDUHWRVXSSRVHWKDWVRPH
VXEMHFWVHHVVRPHHQWLW\ħDYHKLFOHLQWKH'ULYLQJ&DVHDQGDWUHHURRWLQ
WKH&RXQWU\:DON&DVH /HW¶VJUDQWWKDWLQHDFKFDVHWKHVXEMHFWVHHVWKH
UHOHYDQWREMHFW DQGOHW¶VJUDQWWKDWWKLVFODLPLQYROYHVDSHUIHFWO\RUGLĥ
QDU\VHQVHRIµVHH¶ħWKHEDVLFSHUFHSWXDOVHQVHħXVHGZLWKRXWDQ\SUDJĥ
PDWLFPRGL¿FDWLRQ 7KHLGHD WKHQ LVWKDWWKHVXEMHFW¶VSHUFHSWLRQLQ
HDFKFDVHLVDEVHQWĥPLQGHGDQGVRLQDVHQVHQRQĥFRQVFLRXV 2XUTXHVWLRQ
LVZKHWKHULQWKHVHFDVHVZHVKRXOGWKLQNWKDWWKHVXEMHFW¶VSHUFHSWLRQLV
QRQĥFRQVFLRXVLQDZD\WKDWLVLQFRQVLVWHQWZLWKWKHLGHDWKDWVHHLQJLQ
WKHRUGLQDU\VHQVHLQYROYHVFRQVFLRXVH[SHULHQFH"
7KH'ULYLQJ&DVHVXJJHVWVWKDWWKHUHFDQEHQRQĥFRQVFLRXVSHUFHSĥ
WLRQLQRQHJRRGħDQGTXLWHRUGLQDU\ħVHQVH 7KDWLV WKDWRQHFDQVHH
VRPHWKLQJDQGQRWEHFRQVFLRXVRIRQH¶VVHHLQJVRPHWKLQJ 7KDWLV WKDW
RQHFDQVHHVRPHWKLQJDQGQRWEHFRQVFLRXVO\DZDUHRIRQH¶VRZQVWDWHRU
HSLVRGHRIVHHLQJĪDQGDOVR SODXVLEO\ WKDWRQHFDQVHHVRPHWKLQJDQGIDLO
WREHFRQVFLRXVO\DZDUH WKDW RQHLVVHHLQJVRPHWKLQJħWKDWRQHLVLQVXFK
DVWDWHRUXQGHUJRLQJVXFKDQHSLVRGHī 7KLVLVH[DFWO\KRZ&DUUXWKHUV
SXWVWKHFRQFOXVLRQLQWKH¿UVWSDUDJUDSKTXRWHGDERYHZKHQKHVD\Vµ,
VDZ WKHYHKLFOH«<HW, ZDVQRWFRQVFLRXVRIVHHLQJLW¶ %XWWKLVLVHQWLUHO\
FRQVLVWHQWZLWKWKHLGHDWKDWLQVHHLQJWKHYHKLFOHRQHLVFRQVFLRXVO\DZDUH
RI WKHYHKLFOH 6RWKH'ULYLQJ&DVHGRHVQ¶WFKDOOHQJHWKHFODLPWKDWVHHLQJ
x DVZHRUGLQDULO\XQGHUVWDQGLW LQYROYHVFRQVFLRXVDZDUHQHVVRI x
%XWDV&DUUXWKHU¶VJRHVRQKHVHHPVWRVXJJHVWWKHUHDUHRWKHUDEVHQWĥ
PLQGHGSHUFHSWLRQFDVHVħHJ WKH&RXQWU\:DON&DVHħZKLFKGRLQĥ
YROYHWKHVHHLQJRIDQHQWLW\ZLWKRXWFRQVFLRXVDZDUHQHVVRI WKHHQWLW\
,QWKH&RXQWU\:DON&DVH LQZDONLQJDORQJDFRXQWU\WUDFNRQHVHHVD
URRWĪZKLFKRQHVWHSVRYHUī\HW &DUUXWKHUVWHOOVXV RQHKDVQRFRQVFLRXV
DZDUHQHVVRI LWħWKHURRW
%XWZKDWZDUUDQWVWKLVFODLPDERXWWKH&RXQWU\:DON&DVH" ,WLVQRW
DWDOOREYLRXVZK\LWVKRXOGQ¶WEHWUHDWHGLQSDUDOOHOIDVKLRQWRWKH'ULYLQJ
&DVH RQWKHZDON RQHLVQRWFRQVFLRXVRIRQH¶V VHHLQJ WKHURRW %XWDJDLQ

WKLVLVHQWLUHO\FRQVLVWHQWZLWKWKHLGHDWKDWLQVHHLQJLWRQHLVFRQVFLRXVO\
DZDUHRI LW
,Q  WKH &RXQWU\ :DON &DVH  LW  VHHPV  DFFHSWDEOH  WR  WKLQN  WKDW
RQH  VHHV  DQG  VR  LV  FRQVFLRXVO\  DZDUH  RI  WKH  URRW 7KRXJK RQH
LVħFRQVLVWHQWO\ħDEVHQWĥPLQGHG  LQ  D QXPEHU RI ZD\V ĪDī  RQH  LV QRW
FRQVFLRXVO\DZDUHRI VHHLQJ WKHURRW ĪEīRQHLVQRWFRQVFLRXVO\DZDUH WKDW
RQHLVVHHLQJWKHURRW )XUWKHUPRUH ĪFīRQHLVQRWFRQVFLRXVO\DZDUH WKDW
LWĪWKHURRWīLVSUHVHQWRUWKHUHĪRUWKXVĥDQGĥVRī 2QHFDQEHFRQVFLRXVO\
DZDUH RI VRPHWKLQJZLWKRXWEHLQJFRQVFLRXVWKDWWKHUHOHYDQWWKLQJLV
WKXVĥDQGĥVR
0RUHJHQHUDOO\ WKHDEVHQWĥPLQGHGSHUFHSWLRQFDVHVGRQ¶WLQWKHPĥ
VHOYHVVXJJHVWWKDWRQHFDQVHHVRPHWKLQJLQWKHRUGLQDU\VHQVH\HWQRW
EHFRQVFLRXVO\DZDUHRILW 7KH\GRKHOSXVWRFODULI\ZKDWQHHGQRW
EHLQYROYHGLQVXFKFRQVFLRXVDZDUHQHVV 6HHLQJ x GRHVQ¶WQHFHVVDULO\
LQYROYHFRQVFLRXVDZDUHQHVVLQWKHVHQVHRIDZDUHQHVVRI VHHLQJ x QRULQ
WKHVHQVHRIDZDUHQHVV WKDW RQHLVVHHLQJ x QRUGRHVVHHLQJ x QHFHVVDULO\
LQYROYHFRQVFLRXVDZDUHQHVV WKDW x LVVRPHZD\ Ī7KHVHGLVWLQFWLRQVDQG
WKHOLQHRIWKLQNLQJ, KDYHDSSOLHGKHUHDUHIRUFHIXOO\DQGSHUVXDVLYHO\
GHIHQGHGLQ 'UHWVNHĪīī
,QWKLV VHFWLRQ, KDYHVXJJHVWHGWKDW  LW  LV SDUW RI RXU RUGLQDU\ FRQĥ
FHSWLRQRIYLVXDOSHUFHSWLRQWKDWLWLVDPRGHRIFRQVFLRXVDZDUHQHVV ,
FODLPHGWKDWSDUWRIZKDW¶VLQYROYHGLQWKLVFRPPLWPHQWLVWKDWLIRQH
VHHVDQHQWLW\WKHQRQHPXVWKDYHDQH[SHULHQFHZLWKVRPHFRQVFLRXV
FKDUDFWHU :HWKLQNRIWKHFKDUDFWHURIWKHH[SHULHQFHVZHKDYHLQVHHLQJ
DVVRPHWKLQJZHPXVW DWOHDVWW\SLFDOO\ GHVFULEHLQWHUPVRIZKDWLV
VHHQDQGWKHPDQLIHVWYLVLEOHIHDWXUHVRIZKDWLVVHHQħLQRUGHUIRUVXFK
GHVFULSWLRQVWRSURYLGHDGHTXDWHDQGIDLWKIXODFFRXQWVRIWKHFKDUDFWHU
RIRXUH[SHULHQFHV 7KLV , WDNHLW LVPDQLIHVWLQWKHPHDQLQJRIµVHH¶
LQWKHEDVLFSHUFHSWXDOVHQVH 2IFRXUVH ZHFDQORRVHQWKHQRWLRQRI
SHUFHSWLRQLQVRPHFRQWH[WVIRUOHJLWLPDWHSXUSRVHVWRGHVFULEHVRPH
VLWXDWLRQVDSSURSULDWHO\DVFDVHVRIXQFRQVFLRXVSHUFHSWLRQ $QGZHFDQ
OHJLWLPDWHO\GHVFULEHVHHLQJDVQRQĥFRQVFLRXVLIE\WKDWZHMXVWPHDQ
WKDWRQHFDQVHHZLWKRXWEHLQJDZDUHRIRQH¶VVHHLQJ RUZLWKRXWEHLQJ
FRQVFLRXVO\DZDUHWKDWRQHVHHV RUZLWKRXWEHLQJFRQVFLRXVO\DZDUHWKDW
ZKDWRQHVHHVLVWKXVĥDQGĥVR %XW DQGFRQVLVWHQWO\ZLWKDOORIWKLV LI

VHHLQJLVDVZHRUGLQDULO\WKLQNRILW WKHQVHHLQJDQHQWLW\LVDVRUWRI
FRQVFLRXVH[SHULHQFH
, WXUQQRZWRGLVFXVVDUHODWHGLVVXH ZKDWVRUWVRIWKLQJVFDQVHH RQ
RXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ"
 9LVXDO3HUFHSWLRQDQGLWV6XEMHFWV
*LYHQWKDWZHWKLQNRIVHHLQJDVDPRGHRIFRQVFLRXVDZDUHQHVV ZHDUH
FRPPLWWHGWRWKHLGHDWKDWRQO\HQWLWLHVWKDWDUHFDSDEOHRIEHLQJWKH
VXEMHFWRIFRQVFLRXVVWDWHVDUHFDSDEOHRIVHHLQJ 7KLVPHDQVWKDWWKHFDWĥ
HJRU\RIWKLQJVZKLFKFDQVHH RQRXURUGLQDU\FRQFHSWLRQ LVUHODWLYHO\
QDUURZ RQWKHQDWXUDODVVXPSWLRQWKDWWKHFDWHJRU\RIWKLQJVZKLFKDUH
FDSDEOHRIFRQVFLRXVQHVVLVUHODWLYHO\QDUURZ :HWKLQNWKDWLWLVW\Sĥ
LFDOO\DQGSDUDGLJPDWLFDOO\ DQLPDOV RUDWOHDVWDQLPDWHEHLQJV WKDWFDQ
VHHħLQFOXGLQJ REYLRXVO\ KXPDQDQLPDOV )RULIDQ\WKLQJLVFDSDEOHRI
EHDULQJDFRQVFLRXVVWDWHLWLVDQDQLPDWHEHLQJ
, WKLQNWKDWWKLVLVPDQLIHVWLQRXURUGLQDU\XVHVRIµVHH¶LQWKHEDĥ
VLFSHUFHSWXDOVHQVHĪDQGLQGHHGLQWKHHSLVWHPLFSHUFHSWXDOVHQVHī ,W
VHHPVWKDWµVHH¶LQERWKRIWKHVHVHQVHVLVVXEMHFWWRDVHPDQWLFVHOHFWLRQ
UHVWULFWLRQZKLFKUHTXLUHVWKDWWKHWHUPZKLFKIXQFWLRQVDVWKHVXEMHFW
RIWKHYHUEGHQRWHVDFRQVFLRXVEHLQJĪRUFROOHFWLRQRIVXFKEHLQJVī 7KLV
LPSRVHVWKHFRQGLWLRQWKDWXWWHUDQFHVRIVHQWHQFHVRIWKHIRUPVµS VHHV
x¶RUµS VHHVWKDW p¶ ZLWKWKHEDVLFSHUFHSWXDODQGHSLVWHPLFSHUFHSWXDO
VHQVHVRIµVHH¶UHVSHFWLYHO\ FDQEHWUXHRQO\LIµS ¶GHQRWHVDFRQVFLRXVEHĥ
LQJRUFROOHFWLRQRIVXFKEHLQJV 1RZ VRPHWLPHVLQRXURUGLQDU\WDONZH
DVFULEHVRPHWKLQJ OLNH YLVXDOSHUFHSWLRQ ZLWKWKHYHUEµVHH¶ WRHQWLWLHV
ZKLFKDUHQ¶WFDSDEOHRIFRQVFLRXVQHVV )RULQVWDQFH KHUHDUHWZRH[DPĥ
SOHVIURP $OPĥ$UYLXVĪī S ĪP\QXPEHULQJī
Īī 7KHQHZVDWHOOLWHFDQVHHPXFKVPDOOHUREMHFWVRQWKHVXUIDFHRIWKH
(DUWK
Īī (YHU\WLPHWKHVFDQQHUVHHVDOHWWHU$WKHRXWSXWSRUWFRUUHVSRQGĥ
LQJWR$ LVDFWLYDWHG
:HFDQLPDJLQHFRQWH[WVZKHUHVHQWHQFHVVXFKDV Īī DQG Īī DUHXVHGWR
PDNHPHDQLQJIXOFODLPV DQGFRQYH\WUXHLQIRUPDWLRQ %XWZHZRXOGQ¶W
RUGLQDULO\WDNHVXFKDXVHRI Īī WRVXJJHVWWKDWWKHVDWHOOLWHLVFRQVFLRXVO\

DZDUHRIWKRVHVPDOOREMHFWVRQWKHVXUIDFHRIWKH(DUWK $QGZHZRXOGQ¶W
RUGLQDULO\WDNHVXFKDXVHRI Īī WRVXJJHVWWKDWWKHVFDQQHULVFRQVFLRXVO\
DZDUHRIWKHOHWWHU )RUZHGRQ¶WUHJDUGVXFKHQWLWLHVDVFRQVFLRXVEHLQJV
7KLVLQGLFDWHVWKDWLQVXFKXVHVZHDUHQRWLQWHUSUHWLQJµVHH¶LQDQ\
VWUDLJKWIRUZDUGZD\ 6XFKXVHVDUHVWUHWFKHGXVHV 7KH\DUHXVHVZKHUH
µVHH¶KDVXQGHUJRQHZKDWLVNQRZQDVµSUDJPDWLFORRVHQLQJ¶ĪRUµZLGHQLQJ¶
RUµEURDGHQLQJ¶ī 7KDWLV LQWKHPµVHH¶LVWDNHQWRDSSO\PRUHEURDGO\WKDQ
LWGRHVDVDPDWWHURILWVOLWHUDOPHDQLQJ 6XFKXVHVDVFULEHVRPHWKLQJUHĥ
VHPEOLQJYLVXDOSHUFHSWLRQ EXWVRPHWKLQJZKLFKLVQRWYLVXDOSHUFHSWLRQ
:HDUHLQFOLQHGWRWKLQN WKDWLV WKDWDVDWHOOLWHRUDVFDQQHUĪRUVRPHWKLQJ
HOVHOLNHDFDPHUDīFDQ LQDVHQVH VHHWKLQJV EXWQRWLQWKHRUGLQDU\VHQVH
RUQRW OLWHUDʃ\ 6XFKGHYLFHVDUHVHQVLWLYHWRYLVXDOVWLPXOL DQGSHUKDSVLQ
DVHQVHWKH\ĪLQYROYHFRPSXWHUVZKLFKīSURFHVVYLVXDOLQIRUPDWLRQ 7KH
ZD\VXFKGHYLFHVLQWHUDFWZLWKYLVXDOVWLPXOLLVVXɷFLHQWO\VLPLODUWRYLĥ
VXDOSHUFHSWLRQIRUXVWRIHOLFLWRXVO\GHVFULEHLWLQWHUPVDSSURSULDWHIRU
GHVFULELQJYLVXDOSHUFHSWLRQ 7KLVLVFRQVLVWHQWZLWKWKHLGHDWKDWVHHLQJ
LQWKHRUGLQDU\VHQVH LVSURSHUWRMXVWFRQVFLRXVEHLQJV
,PDJLQHQRZWKDWWKHUHLVDQLQFUHGLEO\UHDOLVWLFURERW R 1RZ R
GLVSOD\VDOORIWKHVLJQVRIKXPDQLQWHOOLJHQFH HPRWLRQ DFWLRQ DZDUHQHVV
DQGVRRQ $QGLWLVLPSRVVLEOHWRWHOOE\ORRNLQJDW R DQGSHUFHLYLQJ R
LQDUDQJHRIRWKHUZD\V WKDW R LVLQGHHGQRWKXPDQ Ī7R¿QGWKLVRXW
RQHZRXOGKDYHWRFRQVXOW R¶VFUHDWRUV RUJHWLQVLGH R WRVHHWKDW R LVQRW
PDGHXSLQWKHULJKWZD\WREHKXPDQī R FHUWDLQO\ DSSHDUV WREHFDSDEOH
RIYLVXDOSHUFHSWLRQLQWKHZD\WKDWKXPDQVDUH R KDVDUWL¿FLDOH\HV DQG
DQDUWL¿FLDOYLVXDOV\VWHP ZKLFKZRUNVUHOLDEO\EXWQRWLQIDOOLEO\ OLNHLQ
WKHKXPDQFDVH R LVFDSDEOHRIYLVXDOO\JXLGHGDFWLRQ DQGLVUHVSRQVLYH
LQDOOVRUWVRIZD\VWRYLVXDOVWLPXOL :HZRXOGYHU\QDWXUDOO\DVFULEHYLVXDO
SHUFHSWLRQWR R ,QGRLQJVRLWGRHVQ¶WDWDOOVHHPOLNHZHDUHQRWVSHDNLQJ
OLWHUDʃ\ R LVWKXV VHHPLQJO\ GLɱHUHQWIURPWKHVDWHOOLWHDQGWKHVFDQQHU
R LWVHHPV FDQOLWHUDOO\VHH\RXEHIRUHKLP DV\RXFDQVHHKLPEHIRUH
\RX
7KHFDVHRI R ZRXOGWKUHDWHQWKHLGHDWKDWVHHLQJLVSURSHUWRFRQĥ
VFLRXVEHLQJVRQWKHDVVXPSWLRQWKDWLQDVFULELQJYLVXDOSHUFHSWLRQWR R
ZHGRQ¶WWKHUHE\DVFULEHFRQVFLRXVDZDUHQHVVWR R %XWWKLVVHHPVWREH
DQRWKHUZD\LQZKLFKR GLɱHUVIURPWKLQJVOLNHVDWHOOLWHVDQGVFDQQHUV %Hĥ
FDXVH R LVPXFKPRUHOLNHDQDQLPDWHEHLQJħVSHFL¿FDOO\ DKXPDQħWKDQ

WKRVHRWKHUGHYLFHVDUH LQDVFULELQJVHHLQJWRKLP, WDNHLWZHZRXOGDOVR
PHDQWRDVFULEHFRQVFLRXVDZDUHQHVVWRKLP Ī:KHWKHUWKRVHDVFULSWLRQV
FDQEH WUXH LVRIFRXUVHDGHOLFDWHTXHVWLRQZKLFKZHFDQLJQRUHī ,IZH
DUHLQFOLQHGWRWKLQNWKDWGHVSLWHWKHVWURQJSHUFHSWLEOHDQGIXQFWLRQDO
VLPLODULWLHV R EHDUVWRKXPDQVKHFDQQRWHQMR\FRQVFLRXVDZDUHQHVV WKHQ
ZHZLOODOVREHLQFOLQHGWRWKLQNWKDWKHFDQ¶W OLWHUDʃ\ SHUFHLYHKLVHQYLURQĥ
PHQW Ī7KRXJKLWPD\EHULJKWWRGHVFULEHKLPDVFDSDEOHRISHUFHSWLRQLQ
VRPHORRVHUPRUHLQFOXVLYHVHQVH OLNHZLWKWKHVDWHOOLWHDQGWKHVFDQQHUī
$VQRWHG RIWKHFRQVFLRXVEHLQJVZHWDNHWREHFDSDEOHRIVHHLQJ DQLĦ
PDOV DUHWKHSDUDGLJPVĪDQGWKHLQFOLQDWLRQWRUHJDUG R DVFDSDEOHRIVXFK
SHUFHSWLRQVXUHO\GHULYHVIURPWKHVWURQJVLPLODULW\KHEHDUVWRKXPDQDQĥ
LPDOVī %XWWKHDQLPDOVWKDWZHWDNHWREHFDSDEOHRIVHHLQJDUHWKRVHWKDW
DUH DVLWZHUH³VHWXS´LQWKHULJKWZD\ 2EYLRXVO\QRWDOODQLPDOVFDQVHH
0ROHVDUHXVXDOO\FRXQWHGDVEOLQG DVDUHVRPH¿VK DQGVRPHSDUWLFXODU
DQLPDOVDUHFRQJHQLWDOO\EOLQGHYHQLIQRWEOLQG TXD VSHFLHV 2XUXQGHUĥ
VWDQGLQJRIKRZDQLPDOVDUHVHWXSLQWKHULJKWZD\IRUVHHLQJEHJLQV YHU\
FUXGHO\ ZLWKDELWRIELRORJLFDONQRZOHGJH VXFKDQLPDOVKDYHĪVRPHWKLQJ
OLNHī H\HVZKLFKDUHKRRNHGXSLQVRPHDSSURSULDWHZD\WRWKHEUDLQ 7KDW
LVQRWWRVD\WKDWZHWKLQNWKDWDQ\WKLQJZKLFKVHHV PXVW EH³VHWXS´LQ
WKDW ZD\ DQGDOVRZHDOORZWKDWWKHUHPD\EHDUWL¿FLDODVSHFWVWRWKHZD\
LQZKLFKDQDQLPDOLV³VHWXS´LQWKHULJKWZD\IRUVHHLQJ HJ ZLWKWKHDLG
RIDUWL¿FLDOGHYLFHVVXFKDVUHWLQDLPSODQWV 7KRXJK DQLPDOV VHWXSLQ
WKHULJKWZD\ DUHEHLQJV ZHWKLQN ZKR ZKHQLQFHUWDLQFLUFXPVWDQFHV
ZKHQIXQFWLRQLQJSURSHUO\ DQGZKHQSUHVHQWHGZLWKYLVXDOVWLPXOL FDQ
MXVW VHH WKRVHVWLPXOL
$ OLWWOHPRUHSUHFLVHO\ ZHFDQVD\WKDWVRPHWKLQJZKLFKLVFDSDEOH
RIVHHLQJLVVRPHWKLQJZKLFKLVW\SLFDOO\ ĪDīDFHUWDLQVRUWRIDQLPDOĪRU
DQLPDWHEHLQJīRUVRPHWKLQJZKLFKLVYHU\VLPLODUWRDQDQLPDWHEHLQJ
ĪOLNH RīZKLFKLV ĪEīFDSDEOHRIFRQVFLRXVĪYLVXDOīDZDUHQHVV ĪFīLVDSSURĥ
SULDWHO\UHVSRQVLYHWRYLVXDOVWLPXOLLQFHUWDLQFLUFXPVWDQFHV DQGĪGīKDV
DSSURSULDWHVHQVRU\RUJDQVRUFDSDFLWLHVĪHJ H\HV DYLVXDOV\VWHP RU
VRPHIXQFWLRQDOĪSHUKDSVDUWL¿FLDOīHTXLYDOHQWī 7REHFOHDU , DPDEVRĥ
OXWHO\QRWVD\LQJWKDWĪDīĦĪGīVSHFLI\MRLQWO\QHFHVVDU\DQGVXɷFLHQWFRQĥ
GLWLRQVIRUVRPHWKLQJWRFRXQWDVFDSDEOHRIVHHLQJ Ī, WKLQNĪEīDQGĪFī
DSSUR[LPDWHQHFHVVDU\FRQGLWLRQV EXW, DPQRWVXUHZKHWKHUĪDīDQGĪGī
GRī %XWWKLVGRHVQ¶WPDWWHU VLQFHWKHSRLQWLVRQHRIHOXFLGDWLRQ QRW

UHGXFWLYHDQDO\VLV Ī7KLVLVMXVWDVZHOOVLQFHWKHRFFXUUHQFHĪVīRIµYLVXDO¶
DQGµDSSURSULDWHVHQVRU\RUJDQV¶SUREDEO\GRQ¶WDGPLWRIXVHIXODQDO\VLV
LQGHSHQGHQWO\RIWKHLGHDVRIVHHLQJDQGWKLQJVWKDWFDQVHH $QGĪDīĦĪGī
DUHYDJXHDQGLPSUHFLVHī 7KHSRLQWLVWKDWWKHSURSHUWLHVPHQWLRQHGLQ
ĪDīĦĪGīVHHPWRIRUPWKHFRUHRIRXU XQGHUVWDQGLQJ RU FRQFHSWLRQ RIDWKLQJ
ZKLFKLVFDSDEOHRIVHHLQJVLQFHSDUDGLJPVRIWKLQJVZKLFKFDQVHHGR ,
WKLQN VDWLVI\ĪDīĦĪGī DQGDUHSODXVLEO\WKLQJVZKLFKFDQVHHDWOHDVWSDUWO\
LQYLUWXHRIWKHIDFWWKDWWKH\VDWLVI\ĪDīĦĪGī 7KHSRLQWLVWKDWĪDīĦĪGīVSHFĥ
LI\SURSHUWLHVZKLFKDUHW\SLFDOO\H[SODQDWRULO\UHOHYDQW LQRXURUGLQDU\
WKRXJKW DVWRZKHWKHUVRPHWKLQJFRXQWVDVFDSDEOHRIVHHLQJ
3ODXVLEO\ LWLVEHFDXVHWKLQJVOLNHVFDQQHUV FDPHUDV VDWHOOLWHHTXLSĥ
PHQW DQGQRQĥOLIHĥOLNHURERWV HWF FDQVDWLVI\ĪFīDQGĪGī RUVRPHWKLQJ
YHU\VLPLODU WKDWZHH[WHQGRXUXVHRIµVHH¶WRFRXQWWKRVHWKLQJVDVFDĥ
SDEOHRIVHHLQJ 6XFKGHYLFHVFDQWKXVEHVLPLODUHQRXJKWRSDUDGLJPV
RIWKLQJVWKDWFDQVHHIRUXVWRVSHDNIHOLFLWRXVO\DQGLQIRUPDWLYHO\ DQG
LQDVHQVHDFFXUDWHO\ LQDVFULELQJVHHLQJWRWKHP /DQJXDJHXVHDGPLWV
RIPXFKÀH[LELOLW\DQGYDULDWLRQ %XWQRQHRIWKLVFKDOOHQJHVWKHRUGLĥ
QDU\WKRXJKWWKDWVHHLQJLQWKHRUGLQDU\QRQĥH[WHQGHGDQGOLWHUDOVHQVH
LVSURSHUWRMXVWFRQVFLRXVEHLQJVZLWKDFHUWDLQVHWXS
6XPPDU\
6RIDU, KDYHÀHVKHGRXWRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ
LQWKLVZD\ YLVXDOSHUFHSWLRQLVDUHODWLRQLQZKLFKDFRQVFLRXVEHLQJLV
FRQVFLRXVO\DZDUHRIDQHQWLW\ħDVSDWLDOHQWLW\ ZKLFKORRNVVRPHZD\
6HHLQJDQHQWLW\LQYROYHVDFRQVFLRXVYLVXDOH[SHULHQFHRIWKDWHQWLW\ ,Q
VXFKH[SHULHQFHWKHHQWLW\DSSHDUVRUORRNVRUVHHPVVRPHZD\WRWKH
VXEMHFWRIWKHH[SHULHQFH 7KHVXEMHFWPD\ODFNYDULRXVVRUWVRIKLJKHUĥ
RUGHUDZDUHQHVV EXWLQVHHLQJDQHQWLW\VKHLVQRQHWKHOHVVFRQVFLRXV RI
WKHHQWLW\ ,QWKHQH[W&KDSWHU, ZLOOGLVFXVVLQGHWDLOKRZZHRUGLQDULO\
FRQFHLYHRIWKHUHODWLRQVKLSEHWZHHQYLVXDOSHUFHSWLRQDQGNQRZOHGJH
$VDEULGJHVHFWLRQWRWKLVGLVFXVVLRQ, ZDQWWRHQGWKLV&KDSWHUE\GHĥ
VFULELQJRQHDVSHFWRIKRZZHFRQFHLYHRIWKHUHODWLRQVKLSEHWZHHQYLVXDO
SHUFHSWLRQDQGEHOLHI

 9LVXDO3HUFHSWLRQDQG%HOLHI
,QWKLVVHFWLRQ, KDYHWZRDLPV )LUVW DQGSULPDULO\ , ZDQWWRVXJJHVW
WKDWRQRXURUGLQDU\FRQFHSWLRQRILW YLVXDOSHUFHSWLRQLV LQDVHQVH QRQĥ
GR[DVWLFDQGKHQFHQRQĥHSLVWHPLFĪWKHVHWHUPV DQGWKHUHOHYDQWVHQVHV
ZLOOEHFRPHFOHDUHUEHORZī 7KLVLV QRW WKHFODLPWKDWYLVXDOSHUFHSWLRQ
LV QRQĥHSLVWHPLFĪZKLFK, ZLVKWRUHPDLQQHXWUDORQī ,WLVDFODLPDERXW
RXU RUGLQDU\FRQFHSWLRQRI YLVXDOSHUFHSWLRQ 6HFRQG , ZDQWWRVXJJHVWWKDW
µVHH¶LQWKHEDVLFSHUFHSWXDOVHQVHKDVDPHDQLQJZKLFKPDQLIHVWVWKLVFRQĥ
FHSWLRQRIYLVXDOSHUFHSWLRQDVQRQĥGR[DVWLFDQGQRQĥHSLVWHPLF , WKLQN
WKHVHLVVXHVħWKHFRQFHSWXDODQGWKHVHPDQWLFLVVXHVħFDQEHIUXLWIXOO\
WUHDWHGWRJHWKHU %XWEHIRUHZHFDQJHWWRWKHPZHQHHGWRKDYHVRPH
VHQVHRIZKDWLWZRXOGEHIRUYLVXDOSHUFHSWLRQWREHGR[DVWLF RUQRQĥ
GR[DVWLF DQGHSLVWHPLF RUQRQĥHSLVWHPLF
6XSSRVHVRPHRQHFODLPVWKDWVHHLQJVRPHWKLQJUHTXLUHVERWKEHOLHYĥ
LQJVRPHWKLQJDERXWZKDWRQHVHHV DQGNQRZLQJVRPHWKLQJDERXWZKDW
RQHVHHV ,QYHU\JHQHUDOWHUPV RQHWKXVFODLPVWKDWVHHLQJVRPHWKLQJLV
ERWK GR[DVWLF DQG HSLVWHPLF Ī,I DVVHHPVSODXVLEOH NQRZOHGJHHQWDLOVEHĥ
OLHI WKHQLIVHHLQJLVHSLVWHPLFLWLVGR[DVWLF EXWQRWYLFHYHUVDī /HW¶VMXVW
ZRUNZLWKWKHFODLPWKDWVHHLQJLVGR[DVWLFIRUWKHWLPHEHLQJ :HVKRXOG
VWUDLJKWDZD\GLVWLQJXLVKEHWZHHQWZRXQGHUVWDQGLQJVRIWKHFODLPWKDW
VHHLQJLVGR[DVWLFĪVHHKHUH 6LEOH\Īī DQGHVSHFLDOO\ &ORVHĪīī ¿UVW
DVWURQJ DQGWKHQDZHDNXQGHUVWDQGLQJĪZKHUH p KHUHDQGWKURXJKRXW
FRQFHUQVZKDWLVVHHQ xī
Ī$ī S ¶VVHHLQJ x LVVXFKWKDW ∃p VXFKWKDW S VHHV x HQWDLOV S EHOLHYHVWKDW
p
Ī%ī S ¶VVHHLQJ x HQWDLOV ∃p VXFKWKDW S EHOLHYHVWKDW p
7KHGLɱHUHQFHEHWZHHQ Ī$ī DQG Ī%ī LVWKDWLQWKHIRUPHUWKHH[LVWHQWLDO
TXDQWL¿HUWDNHVZLGHVFRSH ZKHUHDVLQWKHODWWHULWWDNHVQDUURZVFRSH
Ī$ī DQG Ī%ī DUHORJLFDOO\UHODWHGLQWKDW Ī$ī HQWDLOV Ī%ī EXWQRWYLFH
YHUVD 7KXV Ī$ī LVVWURQJHUWKDQ Ī%ī :HFDQVD\ WKHQ WKDWDFFRUGLQJ
WR Ī$ī VHHLQJLVGR[DVWLFLQD VWURQJVHQVH DQGDFFRUGLQJWR Ī%ī VHHLQJLV
GR[DVWLFLQD ZHDNVHQVH
:HFDQSHUKDSVJHWDJULSRQWKLVGLVWLQFWLRQZLWKDQH[DPSOH 6XSĥ
SRVHWKDW-DQHVHHVDVFUHZGULYHURQWKHWDEOH $FFRUGLQJWR Ī%ī LI-DQH

VHHVWKHVFUHZGULYHUVKHPXVWKDYH VRPHEHOLHIRURWKHU DQ\ROGEHOLHI ħVRORQJ
DVLWLVDEHOLHIDERXWZKDWVKHVHHV %XW Ī$ī LVPRUHVSHFL¿F DQGPRUHGHĥ
PDQGLQJ ,WVD\VWKDWWKHUHLVDORJLFDOFRQQHFWLRQEHWZHHQ-DQH¶VVHHLQJ
WKHVFUHZGULYHUDQGKHUKDYLQJVRPHRQH SDUWLFXODU EHOLHIĪDERXWZKDWVKH
VHHVīħIRUH[DPSOHVRIZKDWWKDWEHOLHIPLJKWEH VHHEHORZ ,QSXWWLQJ
WKLQJVWKLVZD\ LWLVXVHIXOWREHDUWKHIROORZLQJQRWHRI&ORVH¶VLQPLQG
$ QRWHDERXWWKHVHQVHRIµSDUWLFXODU¶KHUH RIFRXUVHHYHU\
EHOLHILVDSDUWLFXODUEHOLHI ZHFRXOGQRWVD\WKDW S KDVEHOLHIV
EXWWKDWWKHUHLVQRSDUWLFXODUEHOLHIWKDWKHKDV :HPD\VD\
KRZHYHU WKDW LI VXFKĥDQGĥVXFKLVWUXHRI S  WKHQKHPXVWKDYH
WKLV EHOLHI LH WKHUHLVDSDUWLFXODUEHOLHIWKDWKHPXVWKDYH
2UZHPD\VD\WKDWLIVXFKĥDQGĥVXFKLVWUXHRI S  WKHQ S PXVW
KDYH VRPHEHOLHIRURWKHU EXWWKDWWKHUHLVQRSDUWLFXODURQHWKDW
KHPXVWKDYHĪ&ORVHĪī S ī
,IRQHKDVDFRQFHSWLRQRI EHOLHI ZKLFKUHTXLUHVWKDWIRU S WRKDYHD
EHOLHI S PXVWKDYHDODQJXDJH WKHQQHLWKHU Ī$ī RU Ī%ī VWDQGDFKDQFHRI
EHLQJWUXH )RUYLVXDOSHUFHSWLRQLVFHUWDLQO\QRWUHVWULFWHGWRFUHDWXUHV
ZKRKDYHDODQJXDJHRUOLQJXLVWLFFDSDFLWLHV 7RVHHDQHQWLW\ DV 'UHWVNH
ĪīSXWVLW LVWRH[HUFLVHµDSULPLWLYHYLVXDODELOLW\ZKLFKLVFRPPRQWR
DJUHDWYDULHW\RIVHQWLHQWEHLQJV DQDELOLW\ZKLFKZH DVKXPDQEHLQJV
VKDUHZLWKRXUFRFNHUVSDQLHODQGSHWFDW¶ĪS ī %XWNH\DXWKRUVZKR
DFFHSWWKDWLQVRPHVHQVHEHOLHILVHVVHQWLDOWRSHUFHSWLRQGRQ¶WFRQFHLYH
RIEHOLHILQWKLVGHPDQGLQJZD\ )RULQVWDQFH $UPVWURQJĪīQRWHV
WKDW
7KHEHOLHIVLQYROYHGĬLQSHUFHSWLRQĭPXVWEHFRQFHLYHGRIDV
VXEĥYHUEDOEHOLHIV $QLPDOVFDQSHUFHLYH VRPHWLPHV ZHEHĥ
OLHYH EHWWHUWKDQZHFDQ EXWWKH\ODFNZRUGVHQWLUHO\ $QG
ZHRXUVHOYHVDUHRIWHQKDUGSXWWRWUDQVODWHRXUSHUFHSWLRQV
LQWRZRUGV ,IZHWKLQNRIWKHZHDOWKDQGVXEWOHW\RIWKHLQIRUĥ
PDWLRQWKDWZHJDLQE\RXUH\HV«ZHVHHWKDWPXFKRILWHOXGHV
WKHUHODWLYHO\FRDUVHPHVKRIWKHQHWRIODQJXDJHĪS ī
$QGDXWKRUVVXFKDV'UHWVNHĪīZKRGRQ¶WDFFHSWYDULRXVGR[DVWLFDQG
HSLVWHPLFWKHVHVDERXWSHUFHSWLRQDUHZLOOLQJWRJUDQWWKDWµDSHUVRQĪRU
DQLPDOīPD\NQRZWKDWVRPHWKLQJLVWKHFDVHDQGEHOLHYHLW«¶ĪS ī

, DPQRWDZDUHRIDQ\DXWKRUVZKRDGRSW Ī$ī %XWRQDQXQTXDOL¿HG
VWDWHPHQWRIKLVYLHZ $UPVWURQJĪīLVFRPPLWWHGWR Ī%ī $UPVWURQJ
KLPVHOIVD\VWKDWKLVDLPLVWRµJLYHDQDFFRXQWRISHUFHSWLRQDVWKHDFTXLUĥ
LQJRIEHOLHI ¶ĪS ī +HFRQWLQXHVDVIROORZV
,WLVFOHDUWKDWWKHELRORJLFDOIXQFWLRQRISHUFHSWLRQLVWRJLYH
WKHRUJDQLVPLQIRUPDWLRQDERXWWKHFXUUHQWVWDWHRILWVRZQ
ERG\DQGLWVSK\VLFDOHQYLURQPHQW LQIRUPDWLRQWKDWZLOODVĥ
VLVWWKHRUJDQLVPLQWKHFRQGXFWRIOLIH 7KLVLVDPRVWLPSRUĥ
WDQWFOXHWRWKH QDWXUH RISHUFHSWLRQ ,WOHDGVXVWRWKHYLHZ
WKDWSHUFHSWLRQLVQRWKLQJEXWWKHDFTXLULQJRIWUXHRUIDOVH
EHOLHIVFRQFHUQLQJWKHFXUUHQWVWDWHRIWKHRUJDQLVP¶VERG\
DQGHQYLURQPHQWĪS ī
7KHVHUHPDUNVVXJJHVWWKDW$UPVWURQJWKLQNVWKDWSHUFHLYLQJ DQGVRVHHĥ
LQJ MXVWLVWKHDFTXLULQJRIVRPHEHOLHIRURWKHUDERXWZKDWLVSHUFHLYHG
ĪRUVRPHVHWRIEHOLHIVDERXWZKDWLVSHUFHLYHGī 7KLVHQWDLOV Ī%ī ,IVHHĥ
LQJ x MXVWLVDFTXLULQJVRPHEHOLHIRURWKHUDERXW x WKHQREYLRXVO\ S ¶V
VHHLQJ x UHTXLUHVWKDW S KDVVRPHEHOLHIRURWKHUDERXW x Ī$OWKRXJK$UPĥ
VWURQJ¶VSRVLWLRQDVVWDWHGLQWKHTXRWHVDERYHLVFRQVLVWHQWZLWK Ī$ī LQ
$UPVWURQJ¶VVXEVHTXHQWGLVFXVVLRQKHVD\VQRWKLQJWRLQGLFDWHWKDWKHKDV
WKLVVWURQJHUWKHVLVLQPLQGī %XWWKLVLVDQXQTXDOL¿HGVWDWHPHQWRI$UPĥ
VWURQJ¶VYLHZ $UPVWURQJKLPVHOIFRQVLGHUVFKDOOHQJHVWRWKHYLHZVWDWHG
DVVXFK DQGZKDWKHHQGVXSZLWKVWLOOFRXQWVDVDQDQDO\VLVRISHUFHSWLRQ
LQWHUPVRIEHOLHI \HWQRWREYLRXVO\RQHZKLFKLQYROYHVDFRPPLWPHQWWR
Ī%ī ĪVLPLODUWKLQJVFDQEHVDLGRIWKHEHOLHIWKHRU\RISHUFHSWLRQGHYHOĥ
RSHGLQ 3LWFKHUĪī IRULQVWUXFWLYHGLVFXVVLRQVHH $ ' 6PLWKĪī
HVSHFLDOO\ SS Ħī
$ PRUHUHFHQWYLHZZKLFKDUJXDEO\GRHVLQYROYHDFRPPLWPHQWWR
Ī%ī LVSXWIRUZDUGE\ *OHUĪī *OHURɱHUVFRQVLGHUDWLRQVLQIDYRXU
RIWKHYLHZWKDWSHUFHSWXDOH[SHULHQFHLVDNLQGRIEHOLHI 6SHFL¿FDOO\
VKHDUJXHVWKDWSHUFHSWXDOH[SHULHQFHVDUHEHOLHIVĪZLWKFRQWHQWVīZKLFK
FRQFHUQWKHVRĥFDOOHGµSKHQRPHQDOSURSHUWLHV¶RIHQWLWLHV SURSHUWLHVOLNH
ORRNLQJ F ĪHJ ORRNLQJUHG DSURSHUW\DPDWHULDOREMHFW VXFKDVDWRPDWR
PLJKWKDYHīĪS ī 2QWKHQDWXUDODVVXPSWLRQWKDWVHHLQJDQHQWLW\UHĥ
TXLUHVKDYLQJDQH[SHULHQFHĪDVīRIWKDWHQWLW\ VHHLQJDQHQWLW\ RQ*OHU¶V

YLHZ UHTXLUHVKDYLQJVRPHEHOLHIRURWKHUDERXWWKDWHQWLW\ĪVRPHEHOLHI
RURWKHUZKLFKFRQFHUQVWKHZD\RUZD\VWKHHQWLW\ORRNVī
2QWKHRWKHUVLGHZHKDYHDXWKRUVVXFKDV 'UHWVNHĪ  ī
7DNH Ī$ī ¿UVW 'UHWVNHĪīVD\VµWKHUHLVDZD\RIVHHLQJVXFKWKDWIRU
DQ\SURSRVLWLRQ P WKHVWDWHPHQWµS VHHV D¶GRHVQRWORJLFDOO\HQWDLOWKH
VWDWHPHQWµS EHOLHYHV P´ĪS ī 7KLVLVMXVWWRGHQ\ Ī$ī DERYH Ī1RWHWKDW
WKHZD\RIVHHLQJWKDW'UHWVNHLVWDONLQJDERXWKHUHLVZKDW,¶PFDOOLQJ
YLVXDOSHUFHSWLRQ RUVHHLQJī
1RZ VLQFH Ī$ī LVVWURQJHUWKDQ Ī%ī GHQ\LQJ Ī%ī UHVXOWVLQDPRUH
UDGLFDOQRQĥGR[DVWLFĪDQGKHQFHQRQĥHSLVWHPLFīSRVLWLRQ WKDQGHQ\LQJ
PHUHO\ Ī$ī GRHV 7KHUHLVVRPHGLVSXWHDERXWZKHWKHULQKLVHDUO\ZRUN
ĪWKDWLV 6HHLQJDQG.QRZLQJī'UHWVNHDOVRPHDQWWRHQGRUVHWKHPRUHUDGLĥ
FDOQRQĥGR[DVWLFSRVLWLRQREWDLQHGE\GHQ\LQJ Ī%ī &ORVHĪīVXJJHVWV
WKDWKHGLGQ¶WZKHUHDV 6LEOH\ĪīVXJJHVWVWKDW'UHWVNHGLGLQGHHGFRPĥ
PLWWRWKHµPRUHH[WUHPHSRVLWLRQ¶ĪS ī ,WLVFOHDU KRZHYHU IURPKLV
ODWHU ZRUNWKDW'UHWVNHGRHVLQGHHGDGRSWWKHPRUHH[WUHPHSRVLWLRQ ,Q
KLVĪī'UHWVNHDVNVZKHWKHUZKHQRQHVHHVVRPHWKLQJµKDYLQJDEHOLHI
ĬVRPHEHOLHIRURWKHU HYHQLIQREHOLHILQSDUWLFXODUĭ DERXWWKHSHUFHSWXDOREĦ
MHFW LV HVVHQWLDO WRLWV«EHLQJVHHQ¶ĪS ī +HJRHVRQWRDɷUPWKDWLWLVQRW
IRUµVHHLQJ X LVFRPSDWLEOHZLWK QREHOLHIVDERXW X¶ĪS  P\HPSKDVLVī
,I S FDQVHH x \HWKDYH QR EHOLHIVDERXW x LWFDQKDUGO\EHWKDWVHHLQJ x
UHTXLUHV S WRKDYHVRPHEHOLHIRURWKHUDERXW x
6R WKHUHDUHDXWKRUVZKRHQGRUVH Ī%ī DQGDXWKRUVVXFKDV'UHWVNH
ZKRGHQ\ERWK Ī%ī DQGĪKHQFHī Ī$ī , KDYHQ¶WJRQHLQWRWKHGHWDLOVRI
WKHVHGLɱHUHQWSRVLWLRQVEHFDXVHP\FRQFHUQLQWKLV&KDSWHU DVQRWHG
LVQRWZLWKWKHFRUUHFWDFFRXQWRIWKHQDWXUHRIVHHLQJ , DPLQWHUHVWHG
UDWKHU LQRXURUGLQDU\ FRQFHSWLRQ RIVHHLQJĪDQGDOVR LQWKHEDVLFSHUFHSĥ
WXDOVHQVHRIµVHH¶ī , ZDQWWRDVNZKHWKHURQRXURUGLQDU\FRQFHSWLRQ
VHHLQJLQYROYHVDFRPPLWPHQWWRHLWKHURUERWKRIĪ$īDQGĪ%ī ,IRXU
RUGLQDU\FRQFHSWLRQRIVHHLQJLQYROYHVDFRPPLWPHQWWRĪ$ī WKHQWKDW
PHDQVZHDUHFRPPLWWHGWRWKHLGHDWKDWVHHLQJLVGR[DVWLFLQWKHVWURQJ
VHQVH ,IRXURUGLQDU\FRQFHSWLRQRIVHHLQJLQYROYHVDFRPPLWPHQWWR
Ī%ī WKHQWKDWPHDQVZHDUHFRPPLWWHGWRWKHLGHDWKDWVHHLQJLVGR[DVĥ
WLFLQWKHZHDNVHQVH , ZLOODUJXHWKDWRXURUGLQDU\FRQFHSWLRQRIVHHLQJ
LQYROYHVDFRPPLWPHQWWRWKH QHJDWLRQ RIĪ$ī DQGWKDWLVWRVD\WKDWDVZH
RUGLQDULO\FRQFHLYHRILW VHHLQJLV QRQĥGR[DVWLFĪDQGKHQFHQRQĥHSLVWHPLFī

LQWKHVWURQJVHQVH , ZLOOWHQWDWLYHO\VXJJHVWWKDWZHDUHQRWFRPPLWĥ
WHGHLWKHUZD\RQWKHWUXWKRIĪ%ī DQGVR LQWKDWUHVSHFWRXURUGLQDU\
FRQFHSWLRQRIVHHLQJLVLQFRPSOHWHĪVLQFH , DVVXPH WKHUH LV DIDFWRIWKH
PDWWHUDERXWĪ%īī ,¶OOWKHQUHODWHWKLVEULHÀ\WRWKHEDVLFSHUFHSWXDOµVHH¶
:K\WKLQNWKDWLQRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQZHDUH
FRPPLWWHGWRUHMHFWLQJĪ$ī"7KLVFRPHVRXWLQRXUSUHĥWKHRUHWLFDWWLWXGH
WRZDUGVVRPHH[DPSOHV $QGKHUH, IROORZ 'UHWVNHĪī &RQVLGHUWKH
IROORZLQJ
Īī -DQHEHOLHYHVWKDWWKHVFUHZGULYHULVRQWKHWDEOH
Īī -DQHNQRZVWKDWWKHVFUHZGULYHULVRQWKHWDEOH
Īī -DQHVHHVWKHVFUHZGULYHURQWKHWDEOHĪDGDSWHGIURP'UHWVNH S ī
,WLVSDUWRIWKHPHDQLQJRI Īī WKDWDXVHRILWDVFULEHVWR-DQHDVSHFL¿F
EHOLHIħWKHEHOLHIWKDW WKHVFUHZGULYHULVRQWKHWDEOH $QGLWLVSDUWRIWKH
PHDQLQJRI Īī WKDWDXVHRILWDVFULEHVWR-DQHDVSHFL¿FLWHPRINQRZOĥ
HGJHħWKHNQRZOHGJHWKDW WKHVFUHZGULYHULVRQWKHWDEOH %XWGRZHWKLQN
WKDW Īī DVFULEHVWR-DQHDVSHFL¿FEHOLHI"
:KDWZRXOGWKDWEHOLHIEH" 2QHPLJKWVXJJHVWWKDWLWLVWKHEHOLHI
ZLWKWKHFRQWHQW WKHVFUHZGULYHULVRQWKHWDEOH VLQFHWKDWFRQWHQWLVFORVHO\
UHODWHGWRWKHFRQWHQWH[SUHVVHGE\WKHFRPSOHPHQWH[SUHVVLRQLQ Īī %XW
WKLVGRHVQ¶WVHHPSODXVLEOH )LUVW µ-DQHVHHVWKHVFUHZGULYHURQWKHWDEOH
EXWVKHGRHVQ¶WEHOLHYHWKDWWKHVFUHZGULYHULVRQWKHWDEOH¶GRHVQ¶WDW
DOOVRXQGFRQWUDGLFWRU\ PHDQLQJOHVV LQIHOLFLWRXV HWF 4XLWHXQOLNHµ-DQH
EHOLHYHVWKDWWKHVFUHZGULYHULVRQWKHWDEOH EXWVKHGRHVQ¶WEHOLHYHWKDW
WKHVFUHZGULYHULVRQWKHWDEOH¶ ZKLFKLVH[SOLFLWO\FRQWUDGLFWRU\
0RUHRYHU ZHWKLQNWKDW Īī FDQEHWUXHHYHQLI-DQHWXUQVRXWWREH VD\
DQLQIDQWLQDUPVZKRKDVQRFRQFHSWLRQRIDVFUHZGULYHU RUDWDEOH DQG
VR HYHQLI-DQHWXUQVRXWWREHLQFDSDEOHRIIRUPLQJ VXFK DEHOLHI Ī:KLFK
LVQRWWRVD\WKDW-DQHLVLQFDSDEOHRIIRUPLQJ DQ\ EHOLHIī ,IZH¿QGRXW
WKDW-DQHODFNVWKHFDSDFLW\WRIRUPWKHEHOLHIWKDWWKHVFUHZGULYHULV
RQWKHWDEOH ZHGRQ¶WWDNH WKDWLWVHOI WRVKRZWKDW-DQHGRHVQ¶W VHH WKH
VFUHZGULYHURQWKHWDEOH 7KDW¶VQRWKRZZHRUGLQDULO\FRQFHLYHRIVXFK
VLWXDWLRQV
6XSSRVHLQVWHDGWKDW-DQHLVFDSDEOHRIIRUPLQJVXFKEHOLHIV %XWQRZ
VXSSRVHWKDW-DQH¶VYLHZRIWKHVFUHZGULYHULVVRPHZKDWREVFXUHGRUFRQĥ

IXVHG WRWKHSRLQWZKHUHVKHLVLQQRSRVLWLRQWRIRUPWKHEHOLHIWKDWWKH
VFUHZGULYHULVRQWKHWDEOH <HWZHDUHKDSS\WKDWLQVXFKDVLWXDWLRQ Īī
PLJKW VWLOOEHWUXHRI-DQHħLWDOOGHSHQGVXSRQKRZREVFXUHRUFRQIXVHG
KHUYLHZRILWLV 6KHPLJKWVWLOOVHHLWHYHQLIVKHFDQ¶WTXLWHPDNHRXW
SUHFLVHO\ZKDWLWLVĪLVLWDVFUHZGULYHURUDSHQFLO"ī ZKDWLWLVRQĪLVWKDWD
FKDLU DZRUNWRS DWDEOH DER["ī DQGVRRQ $V 'UHWVNHĪīQRWHV
2QHFDQVHHDVFUHZGULYHUZLWKRXWEHOLHYLQJWKDWZKDWRQHLV
VHHLQJLVDVFUHZGULYHU ZLWKRXWEHOLHYLQJWKDWWKHUHDUHDQ\
VFUHZGULYHUV ZLWKRXWHYHQNQRZLQJZKDWVFUHZGULYHUVDUH ,I
DQ\RQHQHHGVWREHFRQYLQFHGRIWKLVSRLQW , VXJJHVWWKH\DVN
WKHPVHOYHVZKHWKHUWKH\KDYHQHYHUVHHQDPDSOHWUHH RUDQ
HOHFWULFDOFDSDFLWRU ZLWKRXWUHDOL]LQJWKDWLWZDVDPDSOHWUHH
RUDQHOHFWULFDOFDSDFLWRUĪS ī
6R LWVHHPVRQRXURUGLQDU\YLHZRIVHHLQJZHZRXOGQ¶WWDNHDXVHRI
ĪīWRDDVFULEHDEHOLHIRULWHPRINQRZOHGJHZLWKWKHVSHFL¿FFRQWHQW
WKHVFUHZGULYHULVRQWKHWDEOH :HWKLQNWKDW Īī FDQEHWUXHHYHQZKHQWKH
DVVRFLDWHGEHOLHIFODLPLVIDOVH 6RZHGRQ¶WRUGLQDULO\VXSSRVHWKDWVHHLQJ
WKHVFUHZGULYHURQWKHWDEOHPXVWLQYROYH WKDW EHOLHI
3HUKDSVWKHSUREOHPKHUHLVMXVWZLWKWKHVSHFL¿FSURSRVLWLRQDOFRQĥ
WHQW, KDYHVXJJHVWHGZHIRFXVRQ %XWZKDW RWKHU VSHFL¿FFRQWHQWPLJKW
EHLQSOD\" 6XUHO\QRFRQWHQWWKHEHOLHYLQJRIZKLFKUHTXLUHVWKHFRQFHSW
RIDVFUHZGULYHUħIRUWKHUHDVRQVJLYHQDERYH :KDWHOVHWKHQ" 3HUKDSV
WKHVSHFL¿FFRQWHQWPXVWEHVRPHWKLQJPRUHOLNH LWLVWKHUH ĪZKHUHµLW¶
H[SUHVVHVDSXUHO\GHPRQVWUDWLYHZD\RIWKLQNLQJDERXWZKDWLVVHHQī RU
LWH[LVWV RU WKDWH[LVWV ĪZKHUHµWKDW¶H[SUHVVHVDSXUHO\GHPRQVWUDWLYHZD\RI
WKLQNLQJDERXWZKDWLVVHHQī
%XWRQFHDJDLQµ-DQHVHHVWKHVFUHZGULYHURQWKHWDEOH EXWVKHGRHVQ¶W
EHOLHYHWKDWLWLVWKHUHLWH[LVWV¶GRHVQ¶WDWDOOVRXQGFRQWUDGLFWRU\ PHDQĥ
LQJOHVV LQIHOLFLWRXV HWF $QGZHFDQLPDJLQHVLWXDWLRQVLQZKLFK Īī LV
WUXHDQGHYHQWKRVHEHOLHIFODLPVDUHQRWWUXH 6XSSRVHWKDW-DQHWKLQNV
VKHLVKDOOXFLQDWLQJ DQGDVDUHVXOWMXVWGRHVQ¶WIRUPWKHEHOLHIVVKHXVXĥ
DOO\IRUPVLQSHUFHSWXDOVLWXDWLRQVĪVKHPD\WKLQNVKHKDVEHHQJLYHQD
SDUWLFXODUO\VWURQJKDOOXFLQRJHQZKLFKLQGXFHVLQFUHGLEO\UHDOLVWLFKDOOXĥ
FLQDWLRQVLQKHUDVRIUHDOOLIHVFHQHVī -DQHLVZURQJ VKH LV VHHLQJWKH
VFUHZGULYHURQWKHWDEOH %XWKHUEHOLHIWKDWVKHLVKDOOXFLQDWLQJVWRSVKHU

IURPEHOLHYLQJWKDW LWLVWKHUH WKDWH[LVWV HWF Ī2QWKLVVRUWRIUHVSRQVHVHH
'UHWVNHĪī SS Ħ DQG 'UHWVNHĪī S ī
7KHVHFRQVLGHUDWLRQVVXSSRUWWKHFODLPWKDWRQRXURUGLQDU\FRQFHSĥ
WLRQRIYLVXDOSHUFHSWLRQZHUHMHFWĪ$īħWKDWLV WKDWRQRXURUGLQDU\FRQĥ
FHSWLRQRIVHHLQJ ZHUHJDUGVHHLQJDVQRQĥGR[DVWLFLQWKHVWURQJVHQVH
:HWKLQNWKDWLWLVQRWWKHFDVHWKDWWKHUHLVDVSHFL¿F p ZKLFKLVVXFKWKDW
LI-DQHVHHVWKHVFUHZGULYHURQWKHWDEOH WKHQ-DQHEHOLHYHVWKDW p $QG
WKLVLVDUHSUHVHQWDWLYHH[DPSOHĪIRURWKHUV VHH 'UHWVNHĪ S Ħīī
,WVHHPVIDLUWRVD\ WRR WKDWWKLVLVPDQLIHVWLQWKHEDVLFSHUFHSWXDO
µVHH¶ )RUZHGRQ¶WWKLQNWKDWLWLV SDUWRIWKHPHDQLQJ RIVHQWHQFHVOLNH Īī
WKDWWKDWWKH\DVFULEHDVSHFL¿FEHOLHIRULWHPRINQRZOHGJH 7KHUHLV
DQLPSRUWDQWVHPDQWLFFRQWUDVWEHWZHHQVHQWHQFHVRIWKHIRUPµS VHHV
x¶ ZKHUHµVHH¶KDVWKHEDVLFSHUFHSWXDOVHQVH RQWKHRQHKDQG DQGVHQĥ
WHQFHVRIWKHIURPµS EHOLHYHVWKDW p¶ RUµS NQRZVWKDW p¶ RUµS VHHVWKDW
p¶ĪRQHLWKHURIWKHHSLVWHPLFVHQVHVRIµVHH¶īRQWKHRWKHU ,WLVSDUWRIWKH
PHDQLQJRIVHQWHQFHVRIWKHIRUPµS EHOLHYHVWKDW p¶WKDWXVHVRIWKHP
DVFULEHWR S DVSHFL¿FEHOLHIĪWKDWLV DEHOLHIZLWKDVSHFL¿FSURSRVLWLRQDO
FRQWHQW pī /LNHZLVH LWLVSDUWRIWKHPHDQLQJRIVHQWHQFHVRIWKHIRUP
µS NQRZVWKDW p¶WKDWXVHVRIWKHPDVFULEHWR S DVSHFL¿FLWHPRINQRZOĥ
HGJHĪWKDWLV NQRZOHGJHZLWKDVSHFL¿FSURSRVLWLRQDOFRQWHQW pī $QG
WKHVDPHIRUXVHVRIµS VHHVWKDW p¶ DVZHVDZDERYH ,QFRQWUDVW LWLV
QRWSDUWRIWKHPHDQLQJRIVHQWHQFHVRIWKHIRUPµS VHHV x¶WKDWDXVHRI
VXFKDVHQWHQFHDVFULEHVWR S DVSHFL¿FEHOLHIRULWHPRINQRZOHGJH 7KDW
LV DVVXPLQJWKDWµVHH¶KDVWKHEDVLFSHUFHSWXDOVHQVH LWLVQRWSDUWRIWKH
PHDQLQJRIDQ\VHQWHQFHRIWKHIRUPµS VHHV x¶WKDWWKHUHLVVRPHSURSRVLĥ
WLRQ p ĪFRQFHUQLQJ xī ZKLFKLVVXFKWKDWµS VHHV x¶HQWDLOVµS EHOLHYHVWKDW
p¶
%XWQRZFRQVLGHUWKHIROORZLQJXWWHUDQFH ³, VHHDEXVDSSURDFKLQJ
EXW, GRQRWEHOLHYHĬNQRZĭWKDWDEXVLVDSSURDFKLQJ´ 7KLVVHHPVDEĥ
VXUG 6KRXOGZHWDNHLW WKHQ WKDWLW LV SDUWRIWKHPHDQLQJRIµ, VHHDEXV
DSSURDFKLQJ¶WKDWLWHQWDLOVµ, EHOLHYHNQRZWKDWDEXVLVDSSURDFKLQJ¶" 2U
WKDWLWLVSDUWRIRXURUGLQDU\XQGHUVWDQGLQJRIVHHLQJWKDWLWKDVVXFKVSHĥ
FL¿FGR[DVWLFDQGHSLVWHPLFLPSOLFDWLRQV" , GRQ¶WWKLQNVR )LUVWRIDOO DV
'UHWVNHVD\V
1RUPDOO\ SHRSOHGRQRW VD\ WKH\VHHDEXVDSSURDFKLQJXQOHVV

WKH\KDYHLGHQWL¿HG LQVRPHZD\ WKHDSSURDFKLQJYHKLFOH DV
DEXV %XW FOHDUO\ WKLVLVDQXWWHUDQFHLPSOLFDWLRQ QRWDWUXWK
LPSOLFDWLRQ ,WLVKLV VD\LQJ KHVHHVDEXV QRWKLV VHHLQJ DEXV
ZKLFKLPSOLHVWKDWKHEHOLHYHVWKHDSSURDFKLQJYHKLFOHWREH
DEXV S ¶VVWDWHPHQWµ, VHHDEXVDSSURDFKLQJ¶FDQEHTXLWH
WUXHZLWKRXWLWVEHLQJWUXHWKDW S EHOLHYHVKHVHHVDEXVDSĥ
SURDFKLQJ KHPD\KDYHVDLGWKLVĪZLWKRXWEHOLHYLQJLWīIRUWKH
SXUSRVHRIGLVWUDFWLQJWKHDWWHQWLRQRIKLVFRPSDQLRQVDWWKH
EXVVWRSĪ S ī
2QHRI'UHWVNH¶VSRLQWVKHUHLVWKDWDOOVXFKH[DPSOHVVKRZLVWKDW DVĦ
FULSWLRQV RIVHHLQJħXQGHUVWRRGDV XWWHUDQFHV DVRSSRVHGWRWKHVHPDQWLF
FRQWHQWVRIVXFKXWWHUDQFHV RUWKHVHQWHQFHW\SHVVXFKXWWHUDQFHVLQĥ
YROYHħPD\KDYHVSHFL¿FGR[DVWLFDQGHSLVWHPLFLPSOLFDWLRQV 'UHWVNH
LVQRWVD\LQJWKDWLWORJLFDOO\IROORZVIURPWKHIDFWWKDWRQHXWWHUV³, VHH
DEXVDSSURDFKLQJ´WKDWRQHEHOLHYHVWKDWDEXVLVDSSURDFKLQJ 7KDWLV
QRWZKDWKHPHDQV LQWKLVFRQWH[W E\µLPSOLFDWLRQ¶ 5DWKHU LQ DVVHUWLQJ
WKDWRQHVHHVDEXVDSSURDFKLQJ LQFHUWDLQFRQWH[WV RQH FRQYH\VWKHLQĦ
IRUPDWLRQ WKDWRQHEHOLHYHVWKDWDEXVLVDSSURDFKLQJ ,QWKLVVHQVH WKDW
RQHEHOLHYHVWKDWDEXVLVDSSURDFKLQJFDQEHDQµXWWHUDQFHLPSOLFDWLRQ¶
RIDQXWWHUDQFHRIDVHQWHQFHRIWKHW\SHµ, VHHDEXVDSSURDFKLQJ¶ 7R
EHFOHDU LQODWHUZRUN'UHWVNHSXWVWKHVDPHSRLQWLQWHUPVRIWKHGLVĥ
WLQFWLRQEHWZHHQLPSOLFDWLRQDQG*ULFHDQLPSOLFDWXUHĪVHH *ULFHĪīī
'UHWVNHVD\V
6D\LQJ \RXDUHDZDUHRIDQ F ĪLH DWKLQJ x ZKLFKLV FīLPĥ
SOLHVĪDVDFRQYHUVDWLRQLPSOLFDWLRQīWKDW\RXDUHDZDUHWKDW
x LV F ĬHJ EHOLHYHWKDW x LV F NQRZWKDW x LV F ĬP\DGGLĥ
WLRQĭĭ $Q\RQHZKRVDLGKHZDVFRQVFLRXVRIĪHJ VDZRU
VPHOOHGĬ'UHWVNH¶VDGGLWLRQĭīDQDUPDGLOORZRXOGĪQRUPDOO\ī
LPSO\WKDWKHWKRXJKWLWZDVDQDUPDGLOOR 7KLVLVWUXHEXW
LUUHOHYDQWĪ'UHWVNHĪī S ī
7KHFRQYHUVDWLRQDOLPSOLFDWXUHLVLUUHOHYDQW WKDWLV LQ'UHWVNH¶VH\HV
WRWKH WUXWK RIWKHVWDWHPHQW :HFDQDGG LWLVLUUHOHYDQWWRZKDWWKH
VWDWHPHQWHQWDLOVDVSDUWRILWV PHDQLQJ DQGZKHWKHUZHZRXOG UHJDUG WKH
VWDWHPHQWDVWUXH 7KDWLV WKHIDFWWKDWVXFKXWWHUDQFHVFRQYH\VSHFL¿F

GR[DVWLFDQGHSLVWHPLFLQIRUPDWLRQLVFRQVLVWHQWZLWKP\FODLPWKDWZH
DUHFRPPLWWHGWRWKHUHMHFWLRQRIĪ$ī DQGZLWKWKHFODLPWKDWWKLVLV
PDQLIHVWLQWKHPHDQLQJRIµVHH¶LQWKHEDVLFSHUFHSWXDOVHQVH 7KHFKDOĥ
OHQJH ZKLFKWXUQVRQWKHDEVXUGLW\RULQIHOLFLW\RIFHUWDLQ XWWHUDQFHV WKXV
IDOOVVKRUWRILWVWDUJHW
$QRWKHUZD\RIDSSUHFLDWLQJWKDWWKHFKDOOHQJHLVÀDZHGJRHVDVIROĥ
ORZ 7KHIDFWWKDWVRPH DVFULSWLRQV RIVHHLQJKDYHWKHVHGR[DVWLFDQGHSLVĥ
WHPLFFRQYHUVDWLRQDOLPSOLFDWXUHVLVQRWDVSHFLDOIDFWDERXWDVFULSWLRQV
RI VHHLQJ $V'UHWVNHQRWHVµFHUWDLQO\, ZRXOGQHYHU VD\ RIP\VHOIWKDW,
WULSSHGRYHUDVOHHSLQJGRJXQOHVV, KDGLGHQWL¿HGZKDW, WULSSHGRYHU
DVDVOHHSLQJGRJ¶ĪS ī %XWµ, WULSSHGRYHUDVOHHSLQJGRJ¶ħTXDVHQĥ
WHQFHW\SHħFOHDUO\GRHVQ¶WHQWDLOµ, KDYHLGHQWL¿HGZKDW, WULSSHGRYHU
DVDVOHHSLQJGRJ¶ RUµ, EHOLHYHWKDW, MXVWWULSSHGRYHUDVOHHSLQJGRJ¶ RU
µ, EHOLHYHWKDWWKDWLVDVOHHSLQJGRJ¶ DQGVRRQ ,I, DVVHUW ³, WULSSHGRYHU
DVOHHSLQJGRJ´ZLWKRXWNQRZLQJĪRUEHOLHYLQJīWKDWZKDW, WULSSHGRYHU
ZDVDVOHHSLQJGRJ WKDWPD\ LQQRUPDOFLUFXPVWDQFHV EHDQLQDSSURSULĥ
DWHXWWHUDQFH %XWLWZRXOGQRWĪZHWKLQNīWKHUHE\EH IDOVH
,I  WKH FKDOOHQJHUHJDUGLQJVRPHVHHLQJDVFULSWLRQV  LV  WR EH WDNHQ
WRVSHDNDJDLQVW WKHQHJDWLYHFODLPV, KDYH PDGH WKHQE\SDULW\RI
UHDVRQLQJZHZRXOGKDYHWRDFFHSWWKDWZHFRQFHLYHRIWULSSLQJRYHUD
VOHHSLQJGRJDVDQRFFXUUHQFHZKLFKKDVVSHFL¿FGR[DVWLFDQGHSLVWHPLF
LPSOLFDWLRQV 7KLVLVDEVXUG :HZRXOGDOVRKDYHWRDFFHSWWKDWVHQWHQFHV
VXFKDVµ, WULSSHGRYHUDVOHHSLQJGRJ¶KDYHDVSDUWRIWKHLUPHDQLQJ
GR[DVWLFDQGHSLVWHPLFLPSOLFDWLRQV %XWWKLVLVDOVRDEVXUG
:HEHJDQWKLVGLVFXVVLRQZLWKWKHVHFODLPVDERXWWKHQDWXUHRIVHHLQJ
Ī$ī S ¶VVHHLQJ x LVVXFKWKDW ∃p VXFKWKDW S VHHV x HQWDLOV S EHOLHYHVWKDW
p
Ī%ī S ¶VVHHLQJ x HQWDLOV ∃p VXFKWKDW S EHOLHYHVWKDW p
, EUDFNHWHGWKHTXHVWLRQRIZKHWKHUWKHVHFODLPVDUHWUXH , KDYHDUJXHG
KRZHYHU WKDWZHDUHFRPPLWWHG LQRXURUGLQDU\FRQFHSWLRQRIVHHLQJ WR
WKHUHMHFWLRQRIĪ$ī , KDYHDOVRVDLGWKDWWKLVQHJDWLYHFODLPLVUHÀHFWHGLQ
WKHVHPDQWLFVRIµVHH¶LQWKHEDVLFSHUFHSWXDOVHQVH 1RZHYHU\WKLQJ,¶YH
DUJXHGIRUVRIDULVFRQVLVWHQWZLWKWKHLGHDWKDWDVSDUWRIRXURUGLQDU\

FRQFHSWLRQRIVHHLQJZH DFFHSW Ī%ī :HUHJDUGVHHLQJDV QRQĥGR[DVWLFLQ
WKHVWURQJVHQVH EXWIRUDOOWKDWZHPLJKWUHJDUGLWDV GR[DVWLF LQWKHZHDN
VHQVH
:KDWLVRXUDWWLWXGHWRZDUGVĪ%ī" &RQVLGHUWKHFDVHGLVFXVVHGEULHÀ\
DERYHLQZKLFK-DQHWKLQNVVKHLVKDOOXFLQDWLQJVFUHZGULYHURQWKHWDEOH
ĪZKHQLQIDFWVKHLVVHHLQJRQHī DQGVRGRHVQ¶WHYHQIRUPWKHEHOLHIWKDW
LWħZKDWVKHVHHVħLVWKHUH RUH[LVWV &DQZHQRWH[WHQGWKLVFDVH ZLWKLQ
WKHOLPLWVRIKRZZHRUGLQDULO\WKLQNRIYLVXDOSHUFHSWLRQDQGLWVUHODWLRQ
WREHOLHI DVRQHLQZKLFK-DQHVHHVWKHVFUHZGULYHU\HWKDV QREHOLHIVZKDWĦ
VRHYHU DERXWZKDWVKHVHHV" 7KLVLVQRWREYLRXV -DQHGRHVQ¶WEHOLHYHWKDW
LWLVWKHUH EXWVKHPLJKWIRUDOOWKDWEHOLHYHWKDW LWGRHVQ·WH[LVW RU LWLVQRW
UHDʃ\WKHUH ĪZKHUH LW LQ-DQH¶VWKRXJKW ODWFKHVRQWRZKDWVKHLQIDFWVHHV
EXWZURQJO\ UHJDUGV DVD¿JPHQWRIKHULPDJLQDWLRQĪRUKDOOXFLQDWLRQīī
, DPQRWVXJJHVWLQJWKDWWKLVLVFOHDUFXWDWDOO , WKLQNLWLVPRUH
GLɷFXOWWRJHWDGHWHUPLQDWHFRPPLWPHQWIURPRXU RUGLQDU\FRQFHSWLRQ
RIYLVXDOSHUFHSWLRQRQFDVHVOLNHWKLVħRQWKHSRVVLELOLW\RIRQHVHHLQJ
VRPHWKLQJ\HWKDYLQJQREHOLHIVDERXWLWZKDWVRHYHU $ PRUHKRQHVW
DSSURDFKLVRQHRQZKLFKZHDGPLWWKDWRXURUGLQDU\FRQFHSWLRQRI
YLVXDOSHUFHSWLRQLVLQFRPSOHWHLQVRPHUHVSHFWV $QGVRZHVKRXOGQ¶W
QHFHVVDULO\H[SHFWDFRPPLWPHQWWRHLWKHUWKHWUXWKRUIDOVLW\RIĪ%ī
LQRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ , DPQRWVXJJHVWLQJ
WKDWLWLVLQGHWHUPLQDWHZKHWKHU VHHLQJ x LVGR[DVWLFRUHSLVWHPLFLQWKH
ZHDNVHQVH , DPMXVWVXJJHVWLQJWKDWLWLVQRWREYLRXVWKDWRXURUGLQDU\
FRQFHSWLRQRIYLVXDOSHUFHSWLRQLQYROYHVDFRPPLWPHQWRQWKLVHLWKHU
ZD\
,¶YH  WULHG  WR  VXJJHVW  WKDW ZH RUGLQDULO\  FRQFHLYH RI  YLVXDO  SHUFHSĥ
WLRQ  DV QRQĥGR[DVWLF  DQG QRQĥHSLVWHPLF  ĪZLWK  UHVSHFW  WR  WKH  VWURQJ
VHQVHī , KDYHDOVRVXJJHVWHGWKDWWKLVLVUHÀHFWHGLQWKHPHDQLQJRI
µVHH¶LQWKHEDVLFSHUFHSWXDOVHQVH $QGWRZDUGVWKHHQGRIWKLVVHFWLRQ
, FODLPHGWKDWLWLVOHVVFOHDUZKHWKHUZHKDYHDQRUGLQDU\FRPPLWPHQW
RQZKHWKHUYLVXDOSHUFHSWLRQLVGR[DVWLFRUHSLVWHPLFLQWKHZHDNVHQVH
3HUKDSV, DPZURQJWKDWRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQLV
LQFRPSOHWHLQWKLVUHVSHFW EXWQRWKLQJZLOOKDQJRQWKLVLQZKDWIROORZV
7KHQHJDWLYHFODLPV, KDYHPDGHDUHWKHLPSRUWDQWFODLPV IRUWKH\ZLOO
¿JXUHLQVRPHRIWKHGLVFXVVLRQLQVXEVHTXHQW&KDSWHUV

 &RQFOXVLRQ
,QWKHFXUUHQW&KDSWHU, KDYHVXJJHVWHGWKDWRXURUGLQDU\FRQFHSWLRQRI
YLVXDOSHUFHSWLRQFDQEHXQGHUVWRRGLQWHUPVRIWKHIROORZLQJIHDWXUHV
VHHLQJDQHQWLW\ x LVDPRGHRIFRQVFLRXVDZDUHQHVVLQZKLFKDFRQVFLRXV
EHLQJLVSHUFHSWXDOO\UHODWHGWRDYLVLEOHHQWLW\ 7KHUHDUHPDQ\GLɱHUHQW
NLQGVRIHQWLWLHVZKLFKFRQVFLRXVEHLQJVFDSDEOHRIYLVXDOSHUFHSWLRQFDQ
EHVRUHODWHGWR Ī%XWLQEHLQJSRWHQWLDOREMHFWVRIYLVXDOSHUFHSWLRQWKH\
PXVWEHVSDWLDOHQWLWLHVZKLFKKDYHORRNVī ,QEHLQJDPRGHRIFRQVFLRXV
DZDUHQHVVYLVXDOSHUFHSWLRQRI x LQYROYHVDQH[SHULHQFHZLWKVRPHFRQĥ
VFLRXVFKDUDFWHU 2QHFDQQRWVHH x XQOHVV x VHHPVRUORRNVRUDSSHDUV
VRPHZD\RURWKHUWRRQH 7\SLFDOO\ WKHPRVWQDWXUDODQGIDLWKIXOGHĥ
VFULSWLRQVRIWKHFKDUDFWHURIVXFKH[SHULHQFHVPDNHUHIHUHQFHWRZKDW
LVSUHVHQWWRRQHLQYLVXDOSHUFHSWLRQħVHHQHQWLWLHVDQGWKHLUPDQLIHVW
YLVLEOHIHDWXUHV , DOVRVXJJHVWHGWKDWZHUHJDUGYLVXDOSHUFHSWLRQDVQRQĥ
GR[DVWLFDQGQRQĥHSLVWHPLFLQDVHQVH $ FRQFHSWLRQRIYLVXDOSHUFHSWLRQ
DORQJWKHVHOLQHVLVFRQVLVWHQWZLWKYDULRXVGLɱHUHQWWKHRULHVRISHUFHSĥ
WLRQ
2QHLPSRUWDQWIHDWXUHRIYLVXDOSHUFHSWLRQ DVZHRUGLQDULO\XQGHUĥ
VWDQGLW QRWGLVFXVVHGLQWKLV&KDSWHU LVLWVHSLVWHPLFVLJQL¿FDQFH :H
UHJDUGYLVXDOSHUFHSWLRQDVDPRQJWKHPHDQVRINQRZLQJDYDLODEOHWRXV
:HDUHQRZLQDEHWWHUSRVLWLRQWRFKDUDFWHUL]HDQGÀHVKRXWWKLVVSHFL¿F
DVSHFWRIRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ 7KDWLVWKHWDVN
IRUWKHQH[WWZR&KDSWHUV

&KDSWHU
9LVXDO3HUFHSWLRQDV
.QRZOHGJH([SODLQLQJīĬ
 ,QWURGXFWLRQ
,Q&KDSWHU  , GLVFXVVHGRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ
2QHNH\DVSHFWWRRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ ZKLFK
, OHIWRXWRIWKDWGLVFXVVLRQ SHUWDLQVWRWKHIDFWWKDWZHWKLQNRIVHHĥ
LQJDV HSLVWHPLFDʃ\VLJQLÀFDQW 7KHSUHĥWKHRUHWLFFRPPLWPHQW, LQWHQGWKLV
ELWRIMDUJRQWRFDSWXUHLVWKDW E\ VHHLQJHQWLWLHVLQRXUHQYLURQPHQWZH
FDQ NQRZ WKLQJVDERXWWKHPĪWKDWLV QRWMXVWKDYHWKRXJKWVDERXWWKHP
EXWEHJHQXLQHO\ NQRZOHGJHDEOH DERXW  WKHPī ,QRWKHUZRUGV WKH SUHĥ
WKHRUHWLFFRPPLWPHQWLVWKDWYLVXDOSHUFHSWLRQLVħOLNHSHUFHSWLRQLQ
RWKHUPRGDOLWLHV EXWDOVRUHDVRQLQJ UHPHPEHULQJ UHFHLYLQJWHVWLPRQ\
DQGWKHOLNHħDPRQJWKH PHDQVRINQRZLQJ DYDLODEOHWRXVĪLQRWKHUWHUPLĥ
QRORJ\ YLVXDOSHUFHSWLRQLVD ZD\ RINQRZLQJī ,QWKHFXUUHQW&KDSWHU
DQGWKHQH[W , ZDQWWRÀHVKRXWWKLVHSLVWHPLFDVSHFWRIRXURUGLQDU\FRQĥ
FHSWLRQRIYLVXDOSHUFHSWLRQ $QGVRLQWKHFXUUHQW&KDSWHU DQGWKHQH[W
, DPFRQWLQXLQJWRDGGUHVVWKH¿UVWRIWKHWZRTXHVWLRQV, VHWRXWLQWKH
,QWURGXFWLRQWRWKLVWKHVLV QDPHO\ KRZDUHZHWRSURSHUO\FKDUDFWHUL]H
LQSKLORVRSKLFDOO\XVHIXOWHUPV WKHRUGLQDU\LGHDWKDWYLVXDOSHUFHSWLRQ
LVDPHDQVRINQRZLQJ"
:HPD\ZHOOSX]]OHRYHUWKHLGHDWKDWZHKDYHNQRZOHGJHRIRXUHQYLĥ
URQPHQWV DQGZHPD\HYHQFRPHWRVFHSWLFDOFRQFOXVLRQV %XWLWLVVXUHO\
EH\RQGGLVSXWHWKDWDVSDUWRIRXU FRPPRQVHQVH SHUVSHFWLYHRQSHUFHSWLRQ
DQGNQRZOHGJH ZHGRWKLQNRIYLVXDOSHUFHSWLRQDVDPHDQVRINQRZLQJ

,WLVDSHUIHFWO\RUGLQDU\LGHDWKDWE\VHHLQJWKLQJVLQWKHHQYLURQPHQW
RQHFDQNQRZDERXWWKHP 6XSSRVH IRULQVWDQFHWKDW, DPVLWWLQJDWP\
GHVN LQJRRGOLJKWLQJ ORRNLQJGRZQDWWKHVWDFNRIERRNVEHIRUHPHĪWKH
ERRNVDUHQRWGLVJXLVHGRUFDPRXÀDJHGī , KDYHH[FHOOHQWYLVLRQ ,QWKLV
VLWXDWLRQ , VHH WKHERRNVEHIRUHPHDQGWKHUHE\ NQRZ WKDWWKHUHDUHERRNV
EHIRUHPH 7R FRPPRQVHQVHħDQGVRZLWKRXWLQWURGXFLQJSHFXOLDUSKLORĥ
VRSKLFDOFRQVLGHUDWLRQVħLWLVXQTXHVWLRQDEOHWKDWLQVXFKDFDVH, NQRZ
E\YLVXDOPHDQV WKDWWKHUHDUHERRNVEHIRUHPH
)XUWKHUHYLGHQFHWKDWZHDUHFRPPLWWHGWRWKHLGHDWKDWYLVXDOSHUĥ
FHSWLRQLVDPHDQVRINQRZLQJFRPHVIURPWKHIDFWWKDWZHXQGHUVWDQG
VWDWHPHQWVVXFKDV³-RQHVFDQVHHWKDWWKHUHDUHERRNVEHIRUHKLP´DQG
LQVXLWDEOHFRQGLWLRQV ZHDUHTXLWHKDSS\WRDFFHSWVXFKVWDWHPHQWVDV
VWUDLJKWIRUZDUGO\WUXH ,QDFFHSWLQJVXFKVWDWHPHQWVDVWUXHZHDUHDFĥ
FHSWLQJWKDWWKHUHOHYDQWVXEMHFWNQRZVWKHUHOHYDQWSURSRVLWLRQ E\YLVXDO
PHDQV ĪWKDWLV WKDW-RQHVNQRZV E\YLVXDOPHDQV WKDWWKHUHDUHERRNV
EHIRUHKLPī Ī7KLVSRLQWUHOLHVRQWKHVHPDQWLFVRIWKHUHOHYDQWW\SHRI
µS VHHVWKDW p¶VHQWHQFHRɱHUHGLQVHFWLRQĪīī
%XWKRZFDQZHFKDUDFWHUL]H LQPRUHGHWDLO WKHYHU\LGHDWKDWYLVXDO
SHUFHSWLRQLVDPHDQVRINQRZLQJ" ,QVHFWLRQĪī, RɱHUDQ H[SODQDWRU\
FKDUDFWHUL]DWLRQ RIWKLVSUHĥWKHRUHWLFLGHD 2QWKLVFKDUDFWHUL]DWLRQ WKH
LGHDWKDWYLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJLVHTXLYDOHQWWRWKHLGHD
WKDWYLVXDOSHUFHSWLRQLVFDSDEOHRIH[SODLQLQJNQRZOHGJHLQDQHSLVWHPĥ
LFDOO\VDWLVIDFWRU\ZD\ħWKDWYLVXDOSHUFHSWLRQLVVRPHWKLQJZKLFKFDQ
H[SODLQKRZ VRPH S NQRZVVRPH p RQVRPHRFFDVLRQ LQDQHSLVWHPLFDOO\
VDWLVIDFWRU\ZD\ 7KXV ZHDUHWRXQGHUVWDQGRXUFRQFHSWLRQRIYLVXDOSHUĥ
FHSWLRQ¶VHSLVWHPLFVLJQL¿FDQFHĪRIWKHLGHDWKDWLWLVDPRQJWKHPHDQVRI
NQRZLQJDYDLODEOHWRXVīLQWHUPVRIWKHLGHDWKDWLWLVNQRZOHGJHH[SODLQĥ
LQJ $OORIWKLVZLOOEHFODUL¿HGLQWKHUHPDLQGHU 7KLVFKDUDFWHUL]DWLRQLV
QRWRULJLQDO , GUDZRQDQLGHDH[SUHVVHGLQ 6QRZGRQĪī DQGGHYHOĥ
RSHGH[WHQVLYHO\LQDQXPEHURIZRUNVE\&DVVDPĪVHHHJ  
ī %XW, ZDQWWRFRQYH\WKHLGHDLQP\RZQZD\ĪDSSURSULDWHWRWKH
DLPV, KDYHLQWKHUHPDLQGHURIWKHWKHVLVīDQGH[WHQGXSRQ GHIHQG DQG
FODULI\WKHFKDUDFWHUL]DWLRQZKHUHSRVVLEOH 7KDWLVWKHWDVNRIVHFWLRQV
ĪīĦĪī
,QDGGUHVVLQJWKLVFKDUDFWHUL]LQJWDVNRQHUXQVWKHULVNRIFKDQJLQJWKH
VXEMHFW 7KDWLV RQHUXQVWKHULVNRIJLYLQJDVHQVHWRZKDVWLWLVIRUYLVXDO

SHUFHSWLRQWREHDPHDQVRINQRZLQJZKLFKLVQ¶WWUXHWRKRZZHRUGLQDULO\
WKLQNRIWKLQJV , ZLOOWKXVDUJXH LQWKHQH[W&KDSWHU WKDWYDULRXVDVSHFWV
RIRXUWKRXJKWDQGWDONUHJDUGLQJYLVXDOSHUFHSWLRQDQGNQRZOHGJHPDQĥ
LIHVWWKHH[SODQDWRU\FKDUDFWHUL]DWLRQ 6RDOWKRXJKWKHFKDUDFWHUL]DWLRQ
, RɱHULVVRPHZKDWSKLORVRSKLFDOLQWKDWLWHPSOR\VFRQFHSWVDQGZD\V
RIWKLQNLQJGLVWLQFWLYHRISKLORVRSK\ĪDQGSHUKDSVVRPHRWKHUDFDGHPLF
GLVFLSOLQHVī LQ VXEVWDQFH LWLVDFKDUDFWHUL]DWLRQRIDTXLWHRUGLQDU\ZD\RI
WKLQNLQJDERXWYLVXDOSHUFHSWLRQDQGKRZLWLVHSLVWHPLFDOO\LPSRUWDQWWR
XV
:KHWKHURUQRWWKHFRPPRQVHQVHSHUVSHFWLYHZKLFKWKHH[SODQDWRU\
FKDUDFWHUL]DWLRQDLPVWRFDSWXUHLV FRUUHFW LVQRWVRPHWKLQJ, ZLOOGLVFXVVLQ
WKLV&KDSWHURUWKHQH[W , DPQRWFODLPLQJWKDWKRZZHRUGLQDULO\WKLQN
DQGWDONDERXWWKLQJVVKRZVWKDWYLVXDOSHUFHSWLRQ LV DPHDQVRINQRZLQJ
0\WDVNLQWKHVH&KDSWHUVLVMXVWRQHRIH[SORULQJ DQGJLYLQJDIXOOHU
FKDUDFWHUL]DWLRQRI WKHYHU\LGHDWKDWYLVXDOSHUFHSWLRQLVHSLVWHPLFDOO\
VLJQL¿FDQW 7KHLGHDLVPDQLIHVWLQRXURUGLQDU\WKRXJKWDQGWDON VRLW
PDNHVVHQVHWRDSSHDOWRVXFKWKRXJKWDQGWDONLQ FKDUDFWHUL]LQJ WKHLGHD
7KHKRSHLVWKDWWKHUHVXOWLQJH[SODQDWRU\FKDUDFWHUL]DWLRQZLOOSURYLGHD
IUDPHZRUNIRUIXUWKHUVXEVWDQWLYHSKLORVRSKLFDOHQTXLU\ ZKLFK,¶OOWDNH
XSLQVXEVHTXHQWFKDSWHUV
 :D\VDQG0HDQVRI.QRZLQJ
,Q GLVFXVVLQJ 3 )  6WUDZVRQ¶V  Īī ZRUN RQ SHUFHSWLRQ DQG
ZKHWKHUUHÀHFWLRQRQWKHOLQNEHWZHHQSHUFHSWLRQDQGNQRZOHGJHFDQ
IRUPSDUWRIDUDWLRQDOHIRU6WUDZVRQ¶VSUHIHUUHGFDXVDOWKHRU\RIWKH
FRQFHSWRISHUFHSWLRQ 6QRZGRQVD\VWKDWZHWUHDWLWDV
WRWDOO\XQSUREOHPDWLFWKDWVRPHRQH¶VNQRZOHGJHWKDW3 FDQ
EHH[SODLQHGE\VD\LQJWKDWWKH\VDZWKDW3 Ī S ī
,IWKLVLVFRUUHFW WKHQLWVXJJHVWVWKDWZHWKLQNWKDWWKHUHLVDQ H[SODQDĦ
WRU\ OLQNEHWZHHQYLVXDOSHUFHSWLRQDQGNQRZOHGJH 2QWKHIDFHRILW
WKLVVHHPVULJKW ,QPDQ\FRQWH[WVZKHUHH[SODQDWLRQVRINQRZOHGJHDUH
VRXJKW DWOHDVWZLWKTXHVWLRQVRIWKHIRUP KRZGRHVVRĥDQGĥVRNQRZWKDW
p" ZHGR¿QGH[SODQDWLRQVJLYHQLQWHUPVRIYLVXDOSHUFHSWLRQVDWLVIDFWRU\
ĪWKHUHZLOOEHYDULRXVH[DPSOHVRIWKLVLQWKHGLVFXVVLRQEHORZī

%XWZKDWLVWKHVLJQL¿FDQFHRIWKLV" ,QKLVGHYHORSPHQWRI6QRZGRQ¶V
UHPDUN RQHRIWKHWKLQJV&DVVDPGRHVLVVXJJHVWWKDWLQVRIDUDVYLVXDO
SHUFHSWLRQLVD PHDQVRINQRZLQJ WKHOLQNEHWZHHQYLVXDOSHUFHSWLRQDQG
NQRZOHGJHLVDQH[SODQDWRU\OLQN ,QRWKHUZRUGV&DVVDPXVHVWKHLGHD
WKDWWKHUHLVDQH[SODQDWRU\UHODWLRQVKLSEHWZHHQYLVXDOSHUFHSWLRQDQG
NQRZOHGJHWRFDVKRXWWKHLGHDWKDWYLVXDOSHUFHSWLRQLVDPHDQVRINQRZĥ
LQJ 7KHUHVXOWLVDQ H[SODQDWRU\FRQFHSWLRQ RIYLVXDOSHUFHSWLRQDVDPHDQV
RINQRZLQJ
, ZDQWWRXVH&DVVDP¶VH[SODQDWRU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQDV
DPHDQVRINQRZLQJDQGIHHGLWLQWRZKDWDERYH, FDOOHGWKH H[SODQDWRU\
FKDUDFWHUL]DWLRQ RIRXUSUHĥWKHRUHWLFLGHDWKDWYLVXDOSHUFHSWLRQLVDPHDQV
RINQRZLQJ 7REHLQDSRVLWLRQWRGRWKLVZH¿UVWQHHGWRKDYHD¿UPJULS
RQZKDWLWLVWRKDYHDQH[SODQDWRU\FRQFHSWLRQRIPHDQVRINQRZLQJLQ
JHQHUDO :HWKHQQHHGWRVHHZKDWDQDSSOLFDWLRQRIWKDWJHQHUDOFRQFHSĥ
WLRQWRYLVXDOSHUFHSWLRQVSHFL¿FDOO\ZLOO\LHOG Ī7KHVHLVVXHVDUHZKDW,
DPFRQFHUQHGZLWKLQWKHFXUUHQWVHFWLRQDQGVHFWLRQVĪīĦĪīEHORZī
:HZLOOWKHQEHLQDSRVLWLRQWRJLYHDQH[SODQDWRU\FKDUDFWHUL]DWLRQRI
RXULQWXLWLYHLGHDWKDWYLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJ DQGWKLV
LVZKDW, GRLQVHFWLRQĪīEHORZ
 &DVVDPRQ:D\VRI.QRZLQJ
&DVVDPĪDī¿UVWLQWURGXFHVWKHH[SODQDWRU\FRQFHSWLRQRIDPHDQVRI
NQRZLQJLQRWKHUWHUPV QDPHO\LQWKHWHUPLQRORJ\RIµZD\VRINQRZLQJ¶
2QWKHH[SODQDWRU\FRQFHSWLRQ µφĥLQJWKDW p LVDZD\ĬPHDQVĭRINQRZLQJ
WKDW p MXVWLILWLVSRVVLEOHVDWLVIDFWRULO\WRH[SODLQKRZ S NQRZVWKDW p
E\SRLQWLQJRXWWKDW S φVWKDW p¶  ĪS ī )RUH[DPSOH , NQRZWKDW
WKHUHZLOOEHDWXEHVWULNHWRGD\EHFDXVH, UHDGWKDWWKHUHZLOOEHDWXEH
VWULNH 2QWKHH[SODQDWRU\FRQFHSWLRQ P\UHDGLQJWKDWWKHUHZLOOEHD
WXEHVWULNHFRXQWVDVDZD\RINQRZLQJWKDWWKHUHZLOOEHDWXEHVWULNH
EHFDXVHSRLQWLQJRXWWKDW, UHDGWKDWWKHUHZLOOEHDWXEHVWULNHSURYLGHVD
VDWLVIDFWRU\H[SODQDWLRQRIP\NQRZOHGJH $VDQRWKHUH[DPSOH VXSSRVH
, NQRZWKDWWKHOHPRQEHIRUHPHLV\HOORZEHFDXVH, FDQVHHWKDWLWLV
\HOORZ 2QWKHH[SODQDWRU\FRQFHSWLRQ P\VHHLQJWKDWWKHOHPRQEHIRUH
PHLV\HOORZFRXQWVDVDZD\RINQRZLQJWKDWWKHOHPRQEHIRUHPHLV
\HOORZEHFDXVHSRLQWLQJRXWWKDW, VHHWKDWWKHOHPRQEHIRUHPHLV\HOORZ

SURYLGHVDVDWLVIDFWRU\H[SODQDWLRQRIP\NQRZOHGJH
,Q GHYHORSLQJ  WKH H[SODQDWRU\  FRQFHSWLRQ &DVVDPQRWHV  WKDW  LW
µGRHVQ¶W LQVLVWWKDWDVDWLVIDFWRU\H[SODQDWLRQRIVRPHRQH¶VNQRZOHGJH
WKDW p PXVWDOZD\VEHVRPHWKLQJRIWKHIRUPµS YHUEVWKDW p´ĪS ī
3DUWRIWKHSRLQWKHUHLVWRDOORZH[SODQDWLRQVRINQRZOHGJHZKHUHWKH
UHOHYDQW ZD\ RI NQRZLQJ LV FRXFKHG LQ QRQĥSURSRVLWLRQDO YRFDEXODU\
$QGSDUWRIWKHSRLQWRIWKLVLVWRDYRLGDUHVWULFWLRQRQZD\VRINQRZLQJ
WR SURSRVLWLRQDO  DWWLWXGHV 6R PRUH JHQHUDOO\ &DVVDP¶V H[SODQDWRU\
FRQFHSWLRQRIZD\VRINQRZLQJLV φĥLQJBBLVDPHDQVRINQRZLQJWKDW
p MXVWLILWLVSRVVLEOHWRVDWLVIDFWRULO\H[SODLQKRZ S NQRZVWKDW p E\
SRLQWLQJRXWWKDW S φVBBRUFDQ φ BB ZKHUH φ LVDYHUE DQGWKHEODQNV
KHUHFDQEH¿OOHGZLWKH[SUHVVLRQVIRUSURSRVLWLRQDOFRPSOHPHQWVĪHJ
7+$7 FODXVHVī EXW  DOVR QRQĥSURSRVLWLRQDO  FRPSOHPHQWV  ĪHJ QRXQ
SKUDVHVRUVPDOOFODXVHVī
2QHZD\LQZKLFK&DVVDPPRWLYDWHVWKLVUHOD[DWLRQRIWKHH[SODQDĥ
WRU\FRQFHSWLRQGUDZVRQWKHIDFWWKDWZHDUHKDSS\WRUHJDUGFDVHVZKHUH
RQHVHHVDQHQWLW\LQDQHQYLURQPHQWDVZD\VRINQRZLQJĪDVZHOODVFDVHV
ZKHUHRQHVHHV WKDW DQHQWLW\LVVRPHZD\ī &DVVDPJLYHVDQH[DPSOH
ZKHUHLQUHVSRQVHWRWKHTXHVWLRQRIKRZRQHNQRZVWKDWWKHFLJDUHWWH
OLJKWHULVXQGHUWKHGHVNRQH¶VUHVSRQVHLV ³, FDQVHHLW´ĪS ī ,QWKLV
FDVHZKDWRQHVSHFL¿HVDVRQH¶VZD\RINQRZLQJħVHHLQJWKHOLJKWHUħLV
&DVVDPVD\V µQRWDSURSRVLWLRQDODWWLWXGH¶ĪS ī 7KHH[SODQDWRU\FRQĥ
FHSWLRQRIZD\VRINQRZLQJ &DVVDPWHOOVXV KDV
QR SDUWLFXODU  LQWHUHVW  LQ GHIHQGLQJ  WKH  LGHD  WKDW ZD\V RI
NQRZLQJPXVWEHSURSRVLWLRQDODWWLWXGHV ,QGHHG LWWDNHVWKH
FLJDUHWWHOLJKWHUGLDORJXHDVVKRZLQJZK\VXFKDFODLPZRXOG
EHLQGHIHQVLEOH :KHQLWFRPHVWRZKDWFRXQWVDVDZD\RI
NQRZLQJWKHH[SODQDWRU\FRQFHSWLRQLVSUHWW\UHOD[HG 7KH
PRVWWKDWLWLQVLVWVRQLVWKDWZD\VRINQRZLQJDUHH[SUHVVLEOH
E\VHQWHQFHVRIWKHIRUPµS YHUEV¶ĪS ī
$ IXUWKHUIHDWXUHRIWKHH[SODQDWRU\FRQFHSWLRQRIZD\VRINQRZLQJ
LVWKDWLWGRHVQ¶WUHTXLUHH[SODQDWLRQVRINQRZOHGJHWREHHQWDLOLQJH[SODĥ
QDWLRQV $QHQWDLOLQJH[SODQDWLRQRIVRPHH[SODQDQGXP E LVDQH[SODQDĥ
WLRQZKHUHWKHH[SODQDQVHQWDLOV E 7KXV WKHH[SODQDWRU\FRQFHSWLRQRI
ZD\VRINQRZLQJGRHVQ¶WHPEHGDQHQWDLOLQJFRQFHSWLRQRIH[SODQDWLRQ

2QDQHQWDLOLQJFRQFHSWLRQRIH[SODQDWLRQ A ĪWKHH[SODQDQVīH[SODLQV B
ĪWKHH[SODQDQGXPīRQO\LI A HQWDLOV B ĪRUµA¶H[SODLQVµB¶RQO\LIµA¶HQWDLOV
µB¶īħRQHRIWKHFRQGLWLRQVRQQRQĥVWDWLVWLFDOVFLHQWL¿FH[SODQDWLRQIRU
+HPSHOZDVWKDWWKHH[SODQDQVVWDWHPHQWORJLFDOO\HQWDLOWKHH[SODQDQĥ
GXPVWDWHPHQW VHH +HPSHODQG2SSHQKHLPĪī
1RZ LQJHQHUDOZHGRQ¶WLQWXLWLYHO\UHTXLUHH[SODQDWLRQVWREHHQWDLOĥ
LQJH[SODQDWLRQV DQGZHGRQ¶WLQWXLWLYHO\UHTXLUHVSHFL¿FDOO\HSLVWHPLF
H[SODQDWLRQVWREHHQWDLOLQJH[SODQDWLRQV 2QWKH¿UVWSRLQW FRQVLGHU
WKHIROORZLQJH[DPSOH
6XSSRVHWKDW6 ZDVLQ/RQGRQWKLVPRUQLQJDQGLVQRZLQ
3DULV +RZGLGKHJHWWR3DULV" +HFDXJKWWKH(XURVWDUIURP
/RQGRQ 7KLVH[SODLQVKRZ6 JRWWR3DULVEXW DVVHDVRQHG
WUDYHOOHUVNQRZRQO\WRRZHOO µ6 FDXJKWWKLVPRUQLQJ¶V(Xĥ
URVWDUIURP/RQGRQ¶GRHVQRWHQWDLOµ6 LVQRZLQ3DULV¶ 7UDLQV
FDQEUHDNGRZQĪ&DVVDPĪī S ī
+HUH&DVVDPFRQVLGHUVDVLWXDWLRQLQZKLFKRQHDVNVIRUDQH[SODQDWLRQ
RIKRZ S JRWWR3DULVIURP/RQGRQ 7KHH[SODQDWLRQJLYHQVSHFL¿HVWKH
PHDQVE\ZKLFK S JRWWR3DULV QDPHO\ E\WDNLQJWKHWUDLQ %XWWDNLQJ
WKH3DULVWUDLQIURP/RQGRQSURYLGHVQRJXDUDQWHHRIJHWWLQJWR3DULV
WKHUHDUHQRHQWDLOPHQWVEHWZHHQWKHUHOHYDQWVHQWHQFHVKHUH %XWZH
VWLOOUHJDUGVXFKDQH[SODQDWLRQDVSHUIHFWO\VDWLVIDFWRU\ $QGWKLVLVUHSĥ
UHVHQWDWLYHRIYDULRXVPXQGDQHHYHU\GD\H[SODQDWLRQV
$QG&DVVDPDUJXHVWKDWHYHQLQVSHFL¿FDOO\HSLVWHPRORJLFDOFRQWH[WV
VRPHRIWKHH[SODQDWLRQVZHJLYHDUHQRWHQWDLOLQJH[SODQDWLRQV EXWWKHVH
DUHDVUHDGLO\DFFHSWHGDVLVWKHDERYHH[SODQDWLRQ ,QIDFW KHDUJXHVPRUH
VSHFL¿FDOO\WKDW LQXQGHUVWDQGLQJZD\VRINQRZLQJ RQDQH[SODQDWRU\
FRQFHSWLRQRIZD\VRINQRZLQJ
HQWDLOPHQWLVDGRXEOHLUUHOHYDQFH IRUDVHQWHQFHRIWKHIRUP
µS YHUEVWKDW P¶ĬRUµS YHUEVBB¶ĭWRSURYLGHDVDWLVIDFWRU\UHĥ
VSRQVHWRµ+RZGRHV S NQRZWKDW P"¶ ĬDVDWLVIDFWRU\H[SODĥ
QDWLRQRI S ¶VNQRZOHGJHĭLWLVQHLWKHUQHFHVVDU\QRUVXɷFLHQW
WKDWµS YHUEVWKDW P¶ĬRUµS YHUEVBB¶ĭHQWDLOVµS NQRZVWKDW P¶
Ī&DVVDPĪEī S ī

:HGRQ¶WWKLQNWKDWHQWDLOPHQWLVQHFHVVDU\IRUH[SODQDWLRQLQWKHVHHSLVĥ
WHPRORJLFDOFRQWH[WV IRU DVZHREVHUYHGDERYH RQHFDQH[SODLQKRZWKH\
NQRZWKDWWKHOLJKWHULVXQGHUWKHGHVNE\SRLQWLQJRXWWKDWWKH\FDQVHH
WKHOLJKWHUXQGHUWKHGHVN %XWµS VHHVWKDWOLJKWHUXQGHUWKHGHVN¶GRHVQ¶W
ZHWKLQN HQWDLOµS NQRZVWKDWWKHOLJKWHULVXQGHUWKHGHVN¶ĪVHHVHFWLRQ
ĪīDERYHī S PLJKWVHHWKHOLJKWHUEXWPLVWDNHLWIRUDGLɱHUHQWVRUWRI
REMHFW RU S PLJKWVHHWKHOLJKWHUEXWQRWUHDOL]HWKDWLWLVXQGHUWKHGHVN
$QGWKHUHDUHYDULRXVRWKHUH[DPSOHVZKLFKPDNHWKHVDPHSRLQW )RU
LQVWDQFH DV&DVVDPREVHUYHV RQHPLJKWUHDGLQ4XLQH¶VDXWRELRJUDSK\
WKDW4XLQHZDVERUQLQ$NURQ 7KDWFDQVXUHO\EHDVDWLVIDFWRU\H[SODĥ
QDWLRQRIRQH¶VNQRZOHGJHWKDW4XLQHZDVERUQLQ$NURQ %XWLWLVQRW
DQHQWDLOLQJH[SODQDWLRQ µS UHDGWKDW4XLQHZDVERUQLV$NURQ¶GRHVQ¶W
HQWDLOµS NQRZVWKDW4XLQHZDVERUQLQ$NURQ¶ VLQFHWKHIRUPHUGRHVQ¶W
HQWDLOµ4XLQHZDVERUQLQ$NURQ¶ EXWWKHODWWHUGRHV $QGHQWDLOPHQW
LVQRWVXɷFLHQWIRUH[SODQDWLRQLQWKHVHFRQWH[WV 7KHVLPSOHVWZD\WR
VHHWKLVLVWKDWWULYLDOO\µS NQRZVWKDW p¶HQWDLOVµS NQRZVWKDW p¶ EXWWKH
IRUPHUGRHVQ¶W H[SODLQ WKHODWWHUĪ&DVVDP S Ħī
&RQVLGHUDWLRQVVXFKDVWKHVHKHOSXVWRVHHZK\WKHH[SODQDWRU\FRQĥ
FHSWLRQRIZD\VRINQRZLQJQRWRQO\GRHVQ¶W EXWLQWXLWLYHO\VKRXOGQ¶W
HPEHGDQHQWDLOLQJFRQFHSWLRQRIH[SODQDWLRQ ,WLVFRQVLVWHQWZLWKWKLV
WKDWVRPHZD\VRINQRZLQJ GR HQWDLO NQRZOHGJH ,WLVHYHQFRQVLVWHQW
ZLWKWKLVJHQHUDOSRLQWWKDWIRUVRPHZD\VRINQRZLQJZKLFKGRHQWDLO
NQRZOHGJH WKHIDFWWKDWWKH\HQWDLONQRZOHGJHLVUHOHYDQWWRWKHPEHĥ
LQJH[SODQDWRU\ Ī7KRXJKZHVKRXOGQ¶W H[SHFW WKHIDFWWKDWVRPHZD\RI
NQRZLQJLVNQRZOHGJHHQWDLOLQJWRKDYHDQ\WKLQJWRGRZLWKLWVNQRZOĥ
HGJHH[SODLQLQJUROHī ,QWKHQH[WVHFWLRQZKHQ, GLVFXVVLQPRUHGHWDLO
WKHDSSOLFDWLRQRI&DVVDP¶VH[SODQDWRU\FRQFHSWLRQWRYLVXDOSHUFHSWLRQ
, ZLOOVXJJHVWWKDWDOWKRXJKH[SODQDWLRQVRINQRZOHGJHVXFKDV ³, NQRZ
WKDWWKHOHPRQLV\HOORZEHFDXVH, FDQVHHWKDWLWLV´DUHHQWDLOLQJH[SODQDĥ
WLRQV ZKDWGRHVWKHH[SODQDWRU\ZRUNLVVRPHWKLQJZKLFKGRHVQ¶WHQWDLO
NQRZOHGJHħZKLFKVXJJHVWVWKDWWKHIDFWRIHQWDLOPHQWLVLUUHOHYDQWWR
WKHIDFWRIH[SODQDWLRQ
,QDGGLWLRQWRKHOSLQJXVVHHZK\WKHH[SODQDWRU\FRQFHSWLRQRIZD\V
RI NQRZLQJ  VKRXOGQ¶W HPEHGDQ HQWDLOLQJ FRQFHSWLRQ RI H[SODQDWLRQ
WKHVHFRQVLGHUDWLRQVDOVRKHOSXVWRVHHZK\ZKDW&DVVDPĪS īFDOOV
DQ HQWDLOPHQWYLHZ RIZD\VRINQRZLQJLVLPSODXVLEOH 2QVXFKDYLHZ

µφĥLQJWKDW p LVDZD\RINQRZLQJWKDW p LIDQGRQO\LIµS φVWKDW p¶HQWDLOV
µS NQRZVWKDW p¶ĪS ī 6XFKDYLHZLVKRSHOHVVIRUWKHUHDVRQVJLYHQ
DERYH VHHLQJWKHOLJKWHU UHDGLQJWKDW4XLQHZDVERUQLQ$NURQ DQGWKH
OLNH GRQ¶W RQWKHHQWDLOPHQWYLHZ FRXQWDVZD\VRINQRZLQJ ZKLFKLV
LPSODXVLEOH \HWNQRZLQJWKDW p GRHV ZKLFKLVDEVXUG :KHQLWFRPHVWR
XQGHUVWDQGLQJZD\VRINQRZLQJ WKHH[SODQDWRU\FRQFHSWLRQLQVLVWVWKDW
ZKDWLVLPSRUWDQWLVH[SODQDWLRQ QRWHQWDLOPHQW
 &DVVDPDQG:LOOLDPVRQRQ:D\VRI.QRZLQJ
&DVVDPGLɱHUHQWLDWHVKLVYLHZRIZD\VRINQRZLQJIURPWKHYLHZSXW
IRUZDUGLQ :LOOLDPVRQĪī :LOOLDPVRQ¶VYLHZRIZD\VRINQRZLQJ
HPHUJHV  LQ KLV GLVFXVVLRQ RI  D SURSRVDO KH PDNHV DERXW NQRZOHGJH
QDPHO\ WKDWµNQRZLQJLVWKHPRVWJHQHUDOIDFWLYHVWDWLYHDWWLWXGH WKDW
ZKLFKRQHKDVWRDSURSRVLWLRQLIRQHKDVDQ\IDFWLYHVWDWLYHDWWLWXGH
WRLWDWDOO¶ĪS ī %XWZKDWLVD³IDFWLYHVWDWLYHDWWLWXGH´" :LOOLDPVRQ
H[SODLQVWKLVQRWLRQLQWKHIROORZLQJZD\
$ SURSRVLWLRQDODWWLWXGHLVIDFWLYHLIDQGRQO\LI QHFHVVDULO\
RQHKDVLWRQO\WRWUXWKVĬHJ VHHLQJWKDW pĭ« 1RWDOOIDFWLYH
DWWLWXGHVFRQVWLWXWHVWDWHV IRUJHWWLQJLVDSURFHVV &DOOWKRVH
DWWLWXGHVZKLFKFRQVWLWXWHVWDWHV VWDWLYH ĪS ī
6R φĥLQJWKDW p LVDIDFWLYHVWDWLYHDWWLWXGHWR p LIDQGRQO\LI φĥLQJWKDW
p LVDSURSRVLWLRQDODWWLWXGHZKLFKFRQVWLWXWHVDVWDWH DQGZKLFKLVVXFK
WKDWQHFHVVDULO\ LI S φVWKDW p WKHQ p 0RUHRYHU WKLVDQDO\VLVDSSOLHV
RQO\WRWKRVH φVZKLFKDUHVHPDQWLFDOO\XQDQDO\]DEOHħD φ ZKLFKLVµQRW
V\QRQ\PRXVZLWKDQ\FRPSOH[H[SUHVVLRQZKRVHPHDQLQJLVFRPSRVHGRI
WKHPHDQLQJVRILWVSDUWV¶ĪS ī 7KLVPHDQVWKDWµEHOLHYHVWUXO\¶GRHVQ¶W
FRXQWDVDIDFWLYHVWDWLYHDWWLWXGHIRU:LOOLDPVRQ VLQFHLWLVVHPDQWLFDOO\
DQDO\]DEOH
%XWZKDWKDVWKLVJRWWRGRZLWKZD\VRINQRZLQJ" :HOO LQH[SOLFDWĥ
LQJWKHSURSRVDO LQWKHIROORZLQJSDVVDJH:LOOLDPVRQLQWURGXFHVDQLGHD
DERXWZD\VRINQRZLQJ
7RSLFWXUHWKHSURSRVDO FRPSDUHWKHVWDWHRINQRZLQJZLWK
WKHSURSHUW\RIEHLQJFRORXUHG WKHFRORXUSURSHUW\ZKLFK

VRPHWKLQJKDVLILWKDVDQ\FRORXUSURSHUW\DWDOO ,IVRPHĥ
WKLQJLVFRORXUHG WKHQLWKDVDPRUHVSHFL¿FFRORXUSURSHUW\
LWLVUHGRUJUHHQRU« $OWKRXJKWKDWVSHFL¿FFRORXUPD\KDSĥ
SHQWRODFNDQDPHLQRXUODQJXDJH ZHFRXOGDOZD\VLQWURGXFH
VXFKDQDPH SHUKDSVSRLQWLQJWRWKHWKLQJDVDSDUDGLJP:H
PD\VD\WKDWEHLQJFRORXUHGLVEHLQJUHGRUJUHHQRU« LIWKH
OLVWLVXQGHUVWRRGDVRSHQĥHQGHG DQGWKHFRQFHSW LVFRORXUHG
LVQRWLGHQWL¿HGZLWKWKHGLVMXQFWLYHFRQFHSW 2QHFDQJUDVS
WKHFRQFHSW LVFRORXUHG ZLWKRXWJUDVSLQJWKHFRQFHSW LVJUHHQ
WKHUHIRUHZLWKRXWJUDVSLQJWKHGLVMXQFWLYHFRQFHSW 6LPLODUO\
LIRQHNQRZVWKDW$WKHQWKHUHLVDVSHFL¿FZD\LQZKLFKRQH
NQRZV RQHFDQVHHRUUHPHPEHURU«WKDW$$OWKRXJKWKDW
VSHFL¿FZD\PD\KDSSHQWRODFNDQDPHLQRXUODQJXDJH ZH
FRXOGDOZD\VLQWURGXFHVXFKDQDPH SHUKDSVSRLQWLQJWRWKH
FDVHDVDSDUDGLJP :HPD\VD\WKDWNQRZLQJWKDW$ LVVHHĥ
LQJRUUHPHPEHULQJRU«WKDW$LIWKHOLVWLVXQGHUVWRRGDV
RSHQĥHQGHG DQGWKHFRQFHSW NQRZV LVQRWLGHQWL¿HGZLWKWKH
GLVMXQFWLYHFRQFHSW 2QHFDQJUDVSWKHFRQFHSWNQRZVZLWKĥ
RXWJUDVSLQJWKHFRQFHSW VHHV WKHUHIRUHZLWKRXWJUDVSLQJWKH
GLVMXQFWLYHFRQFHSWĪS ī
&DVVDPĪEīWDNHVWKLVSDVVDJHDVDIRFDOSRLQWLQKLVGLVFXVVLRQRI
:LOOLDPVRQ¶VYLHZRIZD\VRINQRZLQJĪSS Ħī , ZDQWWRGLVFXVV
KRZ&DVVDPXQGHUVWDQGVWKLVSDVVDJH DQGKRZKHFRPSDUHV:LOOLDPVRQ¶V
YLHZRIZD\VRINQRZLQJWRKLVRZQ
$V&DVVDPQRWHVZKDW:LOOLDPVRQVXJJHVWVLQWKLVSDVVDJHLVWKDWµVHHĥ
LQJWKDW p¶LVDµZD\¶RINQRZLQJLQVRPHWKLQJOLNHWKHVHQVHLQZKLFKUHG
LVDµZD\¶RIEHLQJFRORXUHG¶ĪS ī ,QJHQHUDO WKHSDVVDJHVXJJHVWVWKDW
VSHFL¿FZD\VRINQRZLQJDUHUHODWHGWRNQRZLQJLQDVLPLODUZD\WRKRZ
VSHFL¿FZD\VRIEHLQJFRORXUHGDUHUHODWHGWREHLQJFRORXUHG 7KLVKDV
WKHFRQVHTXHQFHWKDWZD\VRINQRZLQJPXVWHQWDLONQRZOHGJH DV&DVĥ
VDPH[SODLQV
%HLQJUHGZRXOGQ¶WFRXQWDVDZD\RIEHLQJFRORXUHGLILWZHUH
QRWWKHFDVHWKDWµX LVUHG¶HQWDLOVµS LVFRORXUHG¶ %\WKHVDPH
WRNHQ φĥLQJWKDW P ZRXOGQ¶WFRXQWDVZKDW:LOOLDPVRQFDOOVD

µZD\RINQRZLQJ¶WKDW P LILWZHUHQRWWKHFDVHWKDWµS φVWKDW
P¶HQWDLOVµS NQRZVWKDW P¶ĪS ī
<HW DV ZHKDYHVHHQ RQWKHH[SODQDWRU\ FRQFHSWLRQ φĥLQJFDQEHD
ZD\RINQRZLQJHYHQLILWGRHVQ¶WHQWDLONQRZOHGJH 6RLQWKLVUHVSHFW
:LOOLDPVRQ¶VFRQFHSWLRQRIZD\VRINQRZLQJLV PRUHUHVWULFWLYHWKDQ
&DVVDP¶VLV $QGDV&DVVDPJRHVRQWRQRWH:LOOLDPVRQ¶VYLHZLVPRUH
UHVWULFWLYHLQWZRIXUWKHUZD\VĪS ī )LUVW RQ:LOOLDPVRQYLHZZD\V
RINQRZLQJPXVWEHSURSRVLWLRQDODWWLWXGHV DQGVHFRQG WKH\PXVWEH
VWDWHV $VZH¶YHVHHQ RQWKHH[SODQDWRU\FRQFHSWLRQZD\VRINQRZLQJ
QHHGQRWEHSURSRVLWLRQDODWWLWXGHV 6HHLQJWKHOLJKWHUFDQEHDZD\RI
NQRZLQJWKDWLWLVXQGHUWKHGHVN EXWLWLVQ¶WDSURSRVLWLRQDODWWLWXGH
$QG&DVVDPDOVRWKLQNVWKDWZHVKRXOGQ¶WUHVWULFWZD\VRINQRZLQJWR
VWDWHV
µ%\SURYLQJLW¶RUµ%\ZRUNLQJLWRXW¶ZLOOEHDFFHSWDEOHDQVZHUV
WRµ+RZGR\RXNQRZWKDW P"¶ HYHQWKRXJKµSURYH¶DQGµZRUN
RXW¶DUHQ¶WVWDWLYH 3URYLQJWKDW P FDQEHDZD\RINQRZLQJWKDW
P DWOHDVWDVIDUDVWKHH[SODQDWRU\FRQFHSWLRQLVFRQFHUQHG
ĪS ī
$FFRUGLQJWR&DVVDP ZHKDYHDQH[SODQDWRU\FRQFHSWLRQRIZD\VRI
NQRZLQJ DQG:LOOLDPVRQ¶VFRQFHSWLRQRIZD\VRINQRZLQJ 7KHVHDUH
DV&DVVDPSXWVLW µULYDOFRQFHSWLRQV¶RIZD\VRINQRZLQJĪS ī 7KH
TXHVWLRQ WKHQ LV ZKLFK FRQFHSWLRQ  ORRNV PRUH SODXVLEOH" &DVVDP
WKLQNVWKDWWKHH[SODQDWRU\FRQFHSWLRQLVPRUHSODXVLEOH )RULQEHLQJ
OHVV UHVWULFWLYHLWDOORZVXVWRFRXQWVWDWHVRUSURFHVVHVDVZD\VRINQRZLQJ
ZKLFKZHLQWXLWLYHO\WKLQNDUHZD\VRINQRZLQJ EXWZKLFK:LOOLDPVRQ¶V
DFFRXQWRIZD\VRINQRZLQJ LQEHLQJ PRUH UHVWULFWLYH FDQ¶WFRXQWDV
ZD\VRINQRZLQJ 8QOLNHRQ:LOOLDPVRQ¶VFRQFHSWLRQ WKHH[SODQDWRU\
FRQFHSWLRQGRHVQ¶WH[FOXGHSURFHVVHVIURPEHLQJZD\VRINQRZLQJĪHJ
ZRUNLQJVRPHWKLQJRXWī QRUGRHVLWH[FOXGHQRQĥSURSRVLWLRQDOPHQWDO
VWDWHVĪHJ VHHLQJWKHOLJKWHUī QRUGRHVLWH[FOXGHVWDWHVRUSURFHVVHV
ZKLFKGRQ¶WHQWDLONQRZOHGJHĪHJ VHHLQJWKHOLJKWHU UHDGLQJWKDW4XLQH
ZDV ERUQ  LQ $NURQī 7KDWLW GRHVQ·W H[FOXGHVXFKVWDWHVRUSURFHVVHV
LV D SRLQW LQIDYRXURIWKHH[SODQDWRU\FRQFHSWLRQRYHU:LOOLDPVRQ¶V
FRQFHSWLRQ

%XWLVWKLVZD\RIXQGHUVWDQGLQJ:LOOLDPVRQ¶VYLHZWKHEHVWZD\WR
XQGHUVWDQGLW" $VZH¶YHVHHQ &DVVDPWKLQNVWKDWKLVRZQH[SODQDWRU\
DFFRXQWRIWKHSKHQRPHQRQRIZD\VRINQRZLQJLVSUHIHUDEOHWRZKDW
KHWDNHVWREH:LOOLDPVRQ¶VDFFRXQWRIWKDWVDPHSKHQRPHQRQ %XWZH
VKRXOGDOVRQRWHWKDWE\&DVVDP¶VOLJKWV WKHUHLVDPRUHVHYHUHFULWLFLVP
RI:LOOLDPVRQ¶VDFFRXQW $WRQHSRLQW&DVVDPVD\V
7KLVLVQRWWRGHQ\WKDWUHDGLQJWKDW P FDQEHDZD\RINQRZĥ
LQJWKDW P $Q\VDQHDFFRXQWRIZD\VRINQRZLQJKDGEHWWHU
DFFHSWWKDW IRUH[DPSOH LWLVSRVVLEOHIRURQHWRNQRZWKDW
4XLQHZDVERUQLQ$NURQE\UHDGLQJKLVDXWRELRJUDSK\ĪS
ī
1RZVLQFHRQ&DVVDP¶VXQGHUVWDQGLQJRI:LOOLDPVRQ¶VYLHZ UHDGLQJWKDW
p GRHVQ¶WFRXQWDVDZD\RINQRZLQJħVLQFHUHDGLQJWKDW p LVQRWDIDFĥ
WLYHVWDWLYHDWWLWXGHWR pħ:LOOLDPVRQ¶VDFFRXQWRIZD\VRINQRZLQJLV
E\LPSOLFDWLRQRIZKDW&DVVDPVD\VLQWKHDERYHSDVVDJH QRWVDQH 6R
WKHVLWXDWLRQZH¿QGRXUVHOYHVLQLVWKDWLIZHLQWHUSUHW:LOOLDPVRQDV
SXWWLQJIRUZDUGDQDFFRXQWRIWKHSKHQRPHQRQWKDW&DVVDPLVDOVRWU\ĥ
LQJWRDFFRXQWIRU WKHUHVXOWLVQRWMXVWWKDW:LOOLDPVRQ¶VDFFRXQWLVOHVV
SODXVLEOHWKDQWKHH[SODQDWRU\DFFRXQW EXWLWLVQRWHYHQDVDQHDFFRXQW
1RZVXUHO\ LIZHZDQWWREHFKDULWDEOH ZHVKRXOGDWOHDVWFRQVLGHUWKH
SRVVLELOLW\WKDW:LOOLDPVRQLVQRWSXWWLQJIRUZDUGDQ³LQVDQH´DFFRXQWRI
DSKHQRPHQRQ
:LWKUHVSHFWWRWKLVJRDO RQHWKLQJWRFRQVLGHU LWVHHPVWRPH LV
ZKHWKHU&DVVDPDQG:LOOLDPVRQUHDOO\DUHWU\LQJWRJLYHFRPSHWLQJDFĥ
FRXQWVRIWKH VDPH SKHQRPHQRQ ,V:LOOLDPVRQ¶VDFFRXQWRIµVSHFL¿FZD\V
RINQRZLQJ¶HYHQ VXSSRVHG WREHDQDFFRXQWRIWKHSKHQRPHQRQħZD\V
RI NQRZLQJħWKDW &DVVDP LV  LQWHUHVWHG  LQ" 7KH  ODEHOV &DVVDPDQG
:LOOLDPVRQXVHDUHWKHVDPH EXWLVLWWKHVDPHSKHQRPHQRQWKH\DUH
LQWHUHVWHGLQ" ,IQRW WKHQWDNLQJLWWREHDQDFFRXQWRIDSKHQRPHQRQLW
LVQRWVXSSRVHGWREHDQDFFRXQWRIPD\ZHOO\LHOGDUHVXOWZKLFKLVQRW
VDQH %XWWKDWZRXOGEHQRFULWLFLVPRI:LOOLDPVRQ¶VDFFRXQW SURSHUO\
XQGHUVWRRG
,WLVQRWREYLRXVWRPHWKDW&DVVDPDQG:LOOLDPVRQDUHLQWHUHVWHG
LQWKHVDPHSKHQRPHQRQ 7KHIDFWWKDWERWK&DVVDPDQG:LOOLDPVRQ
XVHWKHODEHOµZD\VRINQRZLQJ¶LVQRWDWDOOGHFLVLYHKHUH )RU:LOOLDPVRQ

GURSVWKHODEHOLQKLVVXEVHTXHQWPRUHVXEVWDQWLYHGLVFXVVLRQRIIDFWLYH
VWDWLYHDWWLWXGHVĪSS Ħī $QGLQDQ\FDVHKLVXVHRIµVSHFL¿FZD\VRI
NQRZLQJ¶WHUPLQRORJ\LVQRWHVVHQWLDOWRWKHIRUPXODWLRQRIKLVFODLPVLQ
WKHSDVVDJHZKHUHWKDWSKUDVHGRHVRFFXU :LOOLDPVRQDOVRSXWVWKLQJVLQ
WKLVZD\
:KLOHEHOLHIDLPVDWNQRZOHGJH YDULRXVPHQWDOSURFHVVHVDLP
DWPRUHVSHFL¿FIDFWLYHPHQWDOVWDWHV 3HUFHSWLRQDLPVDWSHUĥ
FHLYLQJWKDWVRPHWKLQJLVVR PHPRU\DLPVDWUHPHPEHULQJ
WKDWVRPHWKLQJLVVR 6LQFHNQRZLQJLVWKHPRVWJHQHUDOIDFĥ
WLYHPHQWDOVWDWH DOOVXFKSURFHVVHVDLPDWNLQGVRINQRZOĥ
HGJH ĪS ī
+HUH:LOOLDPVRQSXWVWKLQJVLQWHUPVRIµVSHFL¿FIDFWLYHPHQWDOVWDWHV¶
DQGµNLQGVRINQRZOHGJH¶ +HPLJKWDOVRSXWWKLQJVLQWHUPVRIVSHFL¿F
UHDOL]DWLRQVRINQRZOHGJH $QGZKDW&DVVDPVD\VZLWKKLVXVHRIWKHH[ĥ
SUHVVLRQµZD\VRINQRZLQJ¶FRXOGEHIDLWKIXOO\UHIRUPXODWHGLQWKHWHUPLĥ
QRORJ\RIµPHDQVRINQRZLQJ¶ĪLQRWKHUZRUN&DVVDPXVHVWKLVWHUPLQRORJ\
LQVWHDG VHH HJ &DVVDPĪD Dī
, PD\EHZURQJ EXW, WKLQNWKHLGHDWKDW&DVVDPDQG:LOOLDPVRQ
DUHLQWHUHVWHGLQWKHVDPHSKHQRPHQRQQHHGVVRPHPRWLYDWLRQ , ZLOO
WU\WREULQJWKLVRXWE\GHVFULELQJKRZZHPLJKWFRQVLVWHQWO\WKLQNWKDW
WKHUHDUHVSHFL¿FZD\VRINQRZLQJLQ:LOOLDPVRQ¶VVHQVH DFFRXQWHGIRU
LQ:LOOLDPVRQ¶VZD\ DQG ZD\VRINQRZLQJLQ&DVVDP¶VVHQVH DFFRXQWHG
IRULQ&DVVDP¶VZD\ĪZLWKWKHH[SODQDWRU\FRQFHSWLRQī
,WVHHPVWRPHWKDW:LOOLDPVRQLVSXWWLQJIRUZDUGWZRFHQWUDOLGHDV
ĪīVWDWHVRINQRZOHGJHħRINQRZLQJWKDW pħDOZD\VKDYHPRUHVSHFL¿F
UHDOL]DWLRQVĪMXVWOLNHWKHSURSHUW\RIEHLQJFRORXUHGLV ZKHQHYHULWLV
LQVWDQWLDWHG DOZD\VGHWHUPLQHGE\VRPHPRUHVSHFL¿FFRORXUSURSHUW\
VXFKDVEHLQJUHG RUEHLQJJUHHQī DQGĪīWKHPRUHVSHFL¿FUHDOL]DWLRQVRI
NQRZOHGJHDUHIDFWLYHVWDWLYHDWWLWXGHV 6RWKHVHQVHLQZKLFKVRPHIDFĥ
WLYHVWDWLYHDWWLWXGHVFRXQWDVµVSHFL¿FZD\VRINQRZLQJ¶IRU:LOOLDPVRQLV
WKDWWKH\DUHVSHFL¿FUHDOL]DWLRQVRINQRZLQJWKDW p 7KLVLVVLPLODUWRKRZ
VHHLQJ x KHDULQJ x DQGVRRQ FRXQWDV ZD\VRISHUFHLYLQJ xħWKH\DUHVSHĥ
FL¿FUHDOL]DWLRQVRISHUFHLYLQJ x 6XSSRVHWKHQWKDW, NQRZWKDWWKHOHPRQ
EHIRUHPHLV\HOORZ )RU:LOOLDPVRQ DSSO\LQJĪīDQGĪī WKLVPHDQVWKDW

P\VWDWHRINQRZOHGJHLVUHDOL]HGLQDPRUHVSHFL¿FZD\ DQGZKDWFRQĥ
VWLWXWHVWKLVUHDOL]DWLRQLVWKDW, φ WKDWWKHOHPRQEHIRUHPHLV\HOORZ IRU
VRPH φ ZKLFKLVDPRUHVSHFL¿FIDFWLYHVWDWLYHDWWLWXGHWRWKHUHOHYDQW
SURSRVLWLRQħPRUHVSHFL¿F WKDWLV WKDQNQRZLQJWKDWWKHOHPRQEHIRUH
PHLV\HOORZĪµDPRUHVSHFL¿FIDFWLYHPHQWDOVWDWH¶WKDQNQRZOHGJH DV
:LOOLDPVRQVD\VDWS ī
/HW¶VGHYHORSWKHFDVHDELWPRUH 6XSSRVHWKHQWKDWZHFRQVLGHU KRZ
, NQRZWKDWWKHOHPRQEHIRUHPHLV\HOORZ $QGVXSSRVHWKDWDFRUUHFW
DQGVDWLVIDFWRU\DQVZHUWRWKLVTXHVWLRQLVWKDW, FDQ VHHWKHOHPRQ ,QSHUĥ
IHFWO\OHJLWLPDWHWHUPV WKH ZD\, NQRZ WKDWWKHOHPRQEHIRUHPHLV\HOĥ
ORZLVE\VHHLQJWKHOHPRQ /HW¶VDOVRDGGWRWKLVVWRU\DQDFFRXQW WKH
UHDVRQWKDWP\VHHLQJWKHOHPRQFRXQWVDVDZD\RINQRZLQJLVWKDWLW
VDWLVIDFWRULO\ H[SODLQVKRZ , NQRZ $WWKLVVWDJHZHKDYHLQYRNHGDZD\
RINQRZLQJLQ&DVVDP¶V VHQVH LQWKHVHQVHLQZKLFK&DVVDPXQGHUVWDQGV
WKDWSKHQRPHQRQ 0RUHRYHU ZHKDYHDGGHG&DVVDP¶V DFFRXQW RIWKHSKHĥ
QRPHQRQWRWKHPL[
1RZ WKH  FUXFLDO  TXHVWLRQ  LV LQ  LQWURGXFLQJ  WKHVH GHWDLOV  KDYH
ZHLQWURGXFHGDQLQFRQVLVWHQF\" ,WLV MXVWQRWREYLRXVWKDWZHKDYH
:LOOLDPVRQFDQVD\WKDW, NQRZWKDWWKHOHPRQEHIRUHPHLV\HOORZE\
VHHLQJWKHOHPRQ ,QWKLVVHQVHKHFDQDGPLWWKDWVHHLQJWKHOHPRQLVP\
ZD\RINQRZLQJ %XWKHZLOODGGWRWKLVWKDWP\NQRZOHGJHPXVWKDYH
DPRUHVSHFL¿FUHDOL]DWLRQ LQWKHIRUPRIVRPHIDFWLYHVWDWLYHDWWLWXGH
PRUHVSHFL¿FWKDQNQRZOHGJH WKDWLV LWPXVWEHNQRZOHGJHKDGLQVRPH
PRUHµVSHFL¿FZD\¶
7KHUHDUHWZRQRWLRQVRIµZD\VRINQRZLQJ¶LQSOD\KHUH DQGWRDYRLG
DPELJXLW\ZHFDQSXWWKLQJVOLNHWKLV WKHUHLVWKHPHDQVE\ZKLFK,
NQRZħVHHLQJWKHOHPRQħDQGWKHQWKHUHLVWKHVSHFL¿FUHDOL]DWLRQRI
P\NQRZOHGJHħIRU:LOOLDPVRQ VRPHIDFWLYHVWDWHRIWKHIRUP φĥLQJWKDW
WKHOHPRQEHIRUHPHLV\HOORZ 7KHPHDQVE\ZKLFK, NQRZLVWKHµZD\
RINQRZLQJ¶LQ&DVVDP¶VVHQVH DQGZHDUH IRUDOOZH¶YHVDLGKHUH IUHHWR
JLYHDQH[SODQDWRU\DFFRXQWRIWKDW $QGWKHVSHFL¿FUHDOL]DWLRQRIP\
NQRZOHGJHLVWKHµZD\RINQRZLQJ¶LQ:LOOLDPVRQ¶VVHQVH DQGZHDUH IRU
DOOZH¶YHVDLGKHUH IUHHWRJLYHDQDFFRXQWRIWKDWLQ:LOOLDPVRQ¶VWHUPV
WKDWLV LQWHUPVRIIDFWLYHVWDWLYHDWWLWXGHV
,QWKHFDVHGHVFULEHGWKHVSHFL¿FUHDOL]DWLRQRIP\NQRZOHGJHPLJKW
EHDPDWWHURI VHHLQJWKDWWKHOHPRQEHIRUHPHLV\HʃRZ $FFRUGLQJO\ , VHHWKH

OHPRQ DQGWKHFRQGLWLRQVDUHVXFKWKDW LQVHHLQJWKHOHPRQ, JHWLQWRWKH
VWDWHRIVHHLQJ WKDW WKHOHPRQEHIRUHPHLV\HOORZ 7KLVIDFWLYHVWDWLYHDWWLĥ
WXGHLVħRQ:LOOLDPVRQ¶VDFFRXQWħDVSHFL¿FUHDOL]DWLRQRINQRZLQJWKDW
WKHOHPRQEHIRUHPHLV\HOORZ $OWHUQDWLYHO\ LWPLJKWEHWKDWVHHLQJWKH
OHPRQJLYHVULVHWRDGLɱHUHQWVSHFL¿FIDFWLYHVWDWLYHDWWLWXGH RQHZKLFK
SHUKDSV ZHKDYHQRQDWXUDOODQJXDJHH[SUHVVLRQIRU $OO:LOOLDPVRQLV
FRPPLWWHGWRLVWKDWWKHUHLV VRPHVXFK IDFWLYHVWDWLYHDWWLWXGHZKLFKFRQĥ
VWLWXWHVDVSHFL¿FUHDOL]DWLRQRINQRZLQJWKDWWKHOHPRQEHIRUHPHLV\HOĥ
ORZ $QGWKLV RQWKHZD\,¶YHEHHQSUHVHQWLQJWKLQJV GRHVQ¶WVHHPWREH
LQFRQVLVWHQWZLWKDGPLWWLQJWKDWWKHUHDUHDOVRZD\VRINQRZLQJLQ&DVĥ
VDP¶VVHQVHħZKDWZHFDQFDOOPHDQVRINQRZLQJħZKLFKDUHDFFRXQWHG
IRULQWHUPVRI&DVVDP¶VH[SODQDWRU\FRQFHSWLRQ
+HUHLVDQRWKHUFDVH 6XSSRVH, NQRZWKDWWKHUHLVDWXEHVWULNHJRLQJ
RQ 1RZFRQVLGHU KRZ , NQRZWKLV $QGVXSSRVHWKDWDFRUUHFW DQG
VDWLVIDFWRU\DQVZHUWRWKLVTXHVWLRQLVWKDW WKHWUDQVSRUWRɼFLDOWROGPHWKDW
WKHUHLVDWXEHVWULNHJRLQJRQ 7KDWWKHRɷFLDOWROGPHWKDWWKHUHLVDWXEH
VWULNHJRLQJRQLVP\ZD\RINQRZLQJWKDWWKHUHLVDWXEHVWULNHJRLQJRQ
/HW¶VDOVRDGGWRWKLVVWRU\DQDFFRXQW WKHUHDVRQWKDWWKHRɷFLDO¶VWHOOLQJ
PHWKDWWKHUHLVDWXEHVWULNHJRLQJRQLVDZD\RINQRZLQJWKDWWKHUHLV
DWXEHVWULNHJRLQJRQLVWKDWLWħWKDWWHVWLPRQ\ħVDWLVIDFWRULO\ H[SODLQV
KRZ , NQRZ $WWKLVVWDJHZHKDYHLQYRNHGDZD\RINQRZLQJLQ&DVVDP¶V
VHQVH 0RUHRYHU ZHKDYHDGGHG&DVVDP¶V DFFRXQW RIWKHSKHQRPHQRQWR
WKHPL[
$JDLQ WKHFUXFLDOTXHVWLRQLV LVWKHUHDQ\WKLQJKHUHZKLFKLVLQFRQĥ
VLVWHQWZLWKZKDW:LOOLDPVRQLVFRPPLWWHGWR" $QGDJDLQ LWLVQRWREĥ
YLRXVWKDWWKHUHLV :LOOLDPVRQFDQVD\WKDW, NQRZWKDWWKHUHLVDWXEH
VWULNHJRLQJRQE\EHLQJWROGWKDWWKHUHLVDWXEHVWULNHJRLQJRQ ,QWKLV
VHQVHKHFDQDGPLWWKDWEHLQJWROGWKDWWKHUHLVDWXEHVWULNHJRLQJRQLV
DZD\RINQRZLQJ %XWKHZLOODGGWRWKLVWKDWP\NQRZOHGJHPXVWKDYH
DPRUHVSHFL¿FUHDOL]DWLRQ LQWKHIRUPRIVRPHIDFWLYHVWDWLYHDWWLWXGH
PRUHVSHFL¿FWKDQNQRZOHGJH WKDWLV LWPXVWEHNQRZOHGJHKDGLQVRPH
PRUHµVSHFL¿FZD\¶
7KHUHDUHWZRQRWLRQVRIµZD\VRINQRZLQJ¶LQSOD\KHUH DQGWRDYRLG
DPELJXLW\ZHFDQSXWWKLQJVOLNHWKLV WKHUHLVWKHPHDQVE\ZKLFK,
NQRZħEHLQJWROGWKDWWKHUHLVDWXEHVWULNHJRLQJRQħDQGWKHQWKHUHLV
WKHVSHFL¿FUHDOL]DWLRQRIP\NQRZOHGJHħIRU:LOOLDPVRQ VRPHIDFWLYH

VWDWHRIWKHIRUP φĥLQJWKDWWKHUHLVDWXEHVWULNHJRLQJRQ 7KHPHDQVE\
ZKLFK, NQRZLVWKHµZD\RINQRZLQJ¶LQ&DVVDP¶VVHQVH DQGZHDUH IRUDOO
ZH¶YHVDLGKHUH IUHHWRJLYHDQH[SODQDWRU\DFFRXQWRIWKDW $QGWKHVSHĥ
FL¿FUHDOL]DWLRQRIP\NQRZOHGJHLVWKHµZD\RINQRZLQJ¶LQ:LOOLDPVRQ¶V
VHQVH DQGZHDUH IRUDOOZH¶YHVDLGKHUH IUHHWRJLYHDQDFFRXQWRIWKDW
LQ:LOOLDPVRQ¶VWHUPV WKDWLV LQWHUPVRIIDFWLYHVWDWLYHDWWLWXGHV
,QWKHFDVHFXUUHQWO\XQGHUGLVFXVVLRQ WKHVSHFL¿FUHDOL]DWLRQRIP\
NQRZOHGJH RQ:LOOLDPVRQ¶VDFFRXQW FDQ¶WEHP\EHLQJ WROG WKDWWKHUHLV
DWXEHVWULNHJRLQJRQ 6LQFHEHLQJWROGWKDW p LV REYLRXVO\ QRW IDFWLYH
ĪWKHVDPHJRHVIRUUHDGLQJWKDW pī %XWDOO:LOOLDPVRQQHHGVWRVD\LV
WKDWZKHQ, NQRZWKDW p E\EHLQJWROGWKDW p WKHUHLV VRPHVXFK IDFWLYH
VWDWLYHDWWLWXGHZKLFKFRQVWLWXWHVDVSHFL¿FUHDOL]DWLRQRINQRZLQJWKDW
p ,WLV DGPLWWHGO\ GLɷFXOWWRVD\ZKDWVSHFL¿FVWDWHWKDWPLJKWEHLQ
WKLVVRUWRIFDVH +RZHYHU:LOOLDPVRQDGPLWVWKDWDµVSHFL¿FZD\¶ ZKLFK
FRQVWLWXWHVDUHDOL]DWLRQRINQRZOHGJH µPD\ODFNDQDPHLQRXUODQJXDJH¶
ĪS ī 6RLWLVRSHQIRUKLPWRVD\WKDWWKHGLɷFXOW\ZHKDYHRIVWDWLQJ
ZKDWWKHVSHFL¿FUHDOL]DWLRQRINQRZLQJWKDW p LV ZKHQVXFKNQRZOHGJH
LVDFTXLUHGE\PHDQVRIEHLQJWROGWKDW p MXVWLQGLFDWHVWKDWVXFKVSHFL¿F
UHDOL]DWLRQVODFNDQDPHLQRXUODQJXDJH
,QFLGHQWDOO\ 0F'RZHOOĪīVD\VWKDWµKHDULQJIURPVRPHRQHWKDW
WKLQJVDUHWKXVDQGVRLVOLNHVHHLQJWKDWWKLQJVDUHWKXVDQGVRLQEHLQJD
³JXDUDQWHHLQJ´LQIRUPDWLRQDOVWDWH¶ĪS  IQī 0F'RZHOOLVWU\LQJWR
LQVLVWWKDWWKHMXVWL¿FDWLRQDOEDVLVIRUNQRZOHGJHDFTXLUHGRQWKHEDVLVRI
WHVWLPRQ\LVVRPHWKLQJZKLFKJXDUDQWHHVWKHWUXWKRIZKDWLVNQRZQ %XW
LWLV WRP\HDU DVWUHWFKRIRUGLQDU\ODQJXDJHWRVXSSRVHWKDWZHFDQFDSĥ
WXUHWKLVIDFWLYHMXVWL¿FDWLRQDOEDVLVLQWHUPVRIµKHDULQJIURPVRPHRQH
WKDWWKLQJVDUHWKXVDQGVR¶ IRUWKLVORFXWLRQGRHVQ¶WVWULNHPHDVEHLQJ
IDFWLYH 6XSSRVH, KHDUIURP-RQHVWKDWWKH3ULPH0LQLVWHUKDVUHVLJQHG
,VLWLQFRKHUHQWRUFRQWUDGLFWRU\ JLYHQWKLV WRVXSSRVHDOVRWKDWLWLVQRW
WUXHWKDWWKH3ULPH0LQLVWHUKDVUHVLJQHG" Ī/LNHLQWKHFDVHRI , NQRZ
WKDWWKH3ULPH0LQLVWHUKDVUHVLJQHG EXWKHKDVQ¶WUHVLJQHG"ī 6XSSRVH
WKDWWKH3ULPH0LQLVWHUKDVQRWUHVLJQHG LWVWULNHVPHWKDWRQHFRXOG
VWLOOKHDUIURP-RQHVWKDWKHKDVUHVLJQHG LW¶VMXVWWKDW-RQHVJRWLWZURQJ
%XWDVLQWKHFDVHRI:LOOLDPVRQ WKHVXEVWDQFHRI0F'RZHOO¶VSURSRVDO
LVXQDɱHFWHGE\WKLVSRLQW )RU0F'RZHOO¶VSURSRVDOGRHVQ¶WUHTXLUHWKDW
IDFWLYHMXVWL¿FDWLRQDOEDVHVIRUNQRZOHGJHKDYHQDPHVLQQDWXUDOODQJXDJH

MXVWDV:LOOLDPVRQ¶VSURSRVDOGRHVQ¶WUHTXLUHWKDWVSHFL¿FUHDOL]DWLRQVRI
NQRZOHGJHKDYHQDPHVLQQDWXUDOODQJXDJH Ī7KHUHLVPRUHRQ0F'RZĥ
HOO¶VHSLVWHPRORJ\LQ3DUW,,ī
:HFDQDOVRDGPLWWKDWLQVRPHFDVHVZKHUH S NQRZVWKDW p ZKDW
FRXQWVDV S ¶VZD\RINQRZLQJħLQ&DVVDP¶VVHQVH DQGJLYHQ&DVVDP¶V
DFFRXQWħLVDOVRZKDWFRQVWLWXWHVWKHVSHFL¿FUHDOL]DWLRQRI S ¶V NQRZOĥ
HGJHħJLYHQ:LOOLDPVRQ¶VDFFRXQWRIWKDW )RULQVWDQFH VXSSRVHWKDW S
NQRZVWKDWVKHORFNHGWKHGRRUZKHQVKHOHIWWKHKRXVHEHFDXVHVKHFDQ
UHPHPEHUWKDWVKHORFNHGWKHGRRUZKHQVKHOHIWWKHKRXVH 6XSSRVH
WKLVLVDPDWWHURI S ¶VUHPHPEHULQJWKDWVKHORFNHGWKHGRRUZKHQVKH
OHIW H[SODLQLQJKRZ VKHNQRZVWKDWVKHORFNHGWKHGRRUZKHQVKHOHIWWKH
KRXVH 7RVD\WKDW S NQRZVWKDW p EHFDXVHVKHFDQUHPHPEHUWKDW p
LVWRJLYHDVDWLVIDFWRU\H[SODQDWLRQRIKRZ S NQRZVLQWKHVHQVHWKDWLW
LVWRH[SODLQKRZ S UHWDLQVKHUNQRZOHGJHLQWHUPVRIDVSHFL¿FIDFXOW\
PHPRU\ ZKRVHIXQFWLRQĪRUDIXQFWLRQZKLFKLWKDVīLVWKDWRINQRZOĥ
HGJHUHWHQWLRQ ,WLVFRQVLVWHQWZLWKWKLVWKDW S ¶VUHPHPEHULQJWKDWVKH
ORFNHGWKHGRRUZKHQVKHOHIWWKHKRXVHLVDOVRWKHVSHFL¿FZD\LQZKLFK
S NQRZVWKDWVKHORFNHGWKHGRRUZKHQVKHOHIWWKHKRXVHLQ:LʃLDPVRQ·V
VHQVH 7KDWLV LWLVFRQVLVWHQWZLWKWKLVWKDW S ¶VUHPHPEHULQJWKDWVKH
ORFNHGWKHGRRUZKHQVKHOHIWWKHKRXVHLVZKDWFRQVWLWXWHVWKHVSHFL¿F
UHDOL]DWLRQRI S ¶VNQRZOHGJHWKDWVKHORFNHGWKHGRRUZKHQVKHOHIWWKH
KRXVH
, KDYHEHHQWU\LQJWRVXJJHVWWKDWWKHUHLVDQDOWHUQDWLYHZD\RIFRQĥ
VWUXLQJ:LOOLDPVRQ¶VUHPDUNV RQZKLFKKHLVQRWSXWWLQJIRUZDUGDULĥ
YDOĪDQGE\&DVVDP¶VOLJKWVLQVDQHīDFFRXQWRIZD\V PHDQV RINQRZLQJ
,QVWHDGKHLVSXWWLQJIRUZDUGDQDFFRXQWRIWKHQDWXUHRIVSHFL¿FUHDOĥ
L]DWLRQVRINQRZOHGJH , KDYHWULHGWRVXJJHVWWKDWWKHIROORZLQJFODLPV
DUHFRQVLVWHQW ĪīVWDWHVRINQRZOHGJHħRINQRZLQJWKDW pħDOZD\VKDYH
PRUHVSHFL¿FUHDOL]DWLRQV ĪīWKHPRUHVSHFL¿FUHDOL]DWLRQVRINQRZOĥ
HGJHDUHIDFWLYHVWDWLYHDWWLWXGHV ĪīWKHUHDUHZD\VRINQRZLQJLQ&DVĥ
VDP¶VVHQVH DQGĪīWKRVHZD\VRINQRZLQJħZKDW, SUHIHUWRFDOOPHDQV
RINQRZLQJħFDQEHDFFRXQWHGIRU TXD PHDQVRINQRZLQJ LQWHUPVRI
&DVVDP¶VH[SODQDWRU\FRQFHSWLRQ 7KHSRWHQWLDOIRUFRQIXVLRQDULVHVQRW
OHDVWEHFDXVHWKHGLVWLQFWSKHQRPHQDDUHUHODWHG DZD\RINQRZLQJLQ
RQHVHQVHFDQJLYHULVHWRDZD\RINQRZLQJLQWKHRWKHUVHQVH %XWDOVR
WKHSRWHQWLDOIRUFRQIXVLRQDULVHVEHFDXVHWKHODEHOµZD\VRINQRZLQJ¶FDQ

DSSO\ OHJLWLPDWHO\ WRHDFKSKHQRPHQRQ PHDQVRINQRZLQJ DQGUHDOL]Dĥ
WLRQVRINQRZOHGJH
, DP QRW FODLPLQJWKDWĪīDQGĪīDUHWUXHħZKLFKLVWDQWDPRXQWWRHQĥ
GRUVLQJWKH:LOOLDPVRQLDQDFFRXQWRINQRZOHGJH :HPD\ZHOOZDQWWR
UHMHFWWKHVHFODLPV WKHSRLQWLVMXVWWKDWWKLVVWULNHVPHDVEHLQJLQGHSHQĥ
GHQWRIWKHLVVXHRIKRZWRDFFRXQWIRUPHDQVRINQRZLQJħZD\VRINQRZĥ
LQJLQ&DVVDP¶VVHQVH Ī)RUIXUWKHUGLVFXVVLRQRIĪīDQGĪī VHH &DVVDP
ĪEī SS Ħ DQGIRUPRUHJHQHUDOGLVFXVVLRQRQ:LOOLDPVRQ¶V
DFFRXQWRINQRZOHGJHVHH &DVVDPĪDīDQGRWKHUHVVD\VLQ 3ULWFKDUG
DQG*UHHQRXJKĪīī
6WLOO ZHPLJKW LQOLJKWRIZKDWKDVEHHQVDLG SXWSUHVVXUHRQ:LOOLDĥ
PVRQ¶VSRVLWLRQLQWKHIROORZLQJZD\ :LOOLDPVRQWULHVWRPRWLYDWHKLV
YLHZE\SRLQWLQJRXWWKDWRQHFDQDOZD\VDVNDIWHURQH¶VZD\RINQRZLQJ
ZKHQRQHNQRZVWKDW p &DQGLGDWHDQVZHUVDUHUHPHPEHULQJWKDW p
VHHLQJWKDW p DQGVRRQ 7KLVLVVXSSRVHGWRVXSSRUWWKHLGHDWKDWVXFK
VWDWHVDUHUHDOL]DWLRQVRINQRZLQJWKDW p %XWLIZHW\SLFDOO\WDNHVXFK
DQVZHUVDVDGGUHVVLQJWKHTXHVWLRQWKDW&DVVDPLVLQWHUHVWHGLQĪQDPHO\
WKHTXHVWLRQRIKRZ S NQRZVWKDW p"ī WKHQWKH\JLYHQRHYLGHQFHWKDWZH
WKLQNRIUHPHPEHULQJWKDW p DQGWKHOLNH DVVSHFL¿FDWLRQVRIDJHQHULF
VWDWHRINQRZOHGJH UDWKHUWKDQDVH[SODQDWLRQVRIKRZZHFRPHWREH
LQRUPDQDJHWRVXVWDLQVWDWHVRINQRZLQJ ,QRWKHUZRUGV WKH\JLYHQR
HYLGHQFHWKDWZHWKLQNRIWKHVWDWHV:LOOLDPVRQLVLQWHUHVWHGLQDVZD\V
RINQRZLQJLQKLVVHQVH DVRSSRVHGWRZD\VRINQRZLQJLQ&DVVDP¶V
VHQVHħPHDQVRINQRZLQJ
, ZDQWWRUHWXUQQRZWRWKHPDLQWKHPHRIWKLV &KDSWHU +RZDUH
ZHWRXQGHUVWDQG PRUHSUHFLVHO\ RXUSUHĥWKHRUHWLFFRPPLWPHQWWRWKH
LGHDWKDW YLVXDOSHUFHSWLRQ LVDZD\ RUDV,¶OOQRZVD\ PHDQVRINQRZLQJ"
 7KH ([SODQDWRU\ &RQFHSWLRQ DQG 9LVXDO
3HUFHSWLRQ
,QWKLVWKHVLVVRIDU, KDYHEHHQWDONLQJDERXWVHHLQJRUYLVXDOSHUFHSWLRQ
DQG, KDYHXQGHUVWRRGWKLVLQWHUPVRIVHHLQJ x ĪWKLQJVHHLQJī , KDYH
FODLPHGWKDWRQHRIRXUSUHĥWKHRUHWLFFRPPLWPHQWVUHJDUGLQJYLVXDOSHUĥ

FHSWLRQLVWKDWLWLVDPHDQVRINQRZLQJ ,QWKLVVHFWLRQ, ZLOORXWOLQHDQ
H[SODQDWRU\FRQFHSWLRQ RIYLVXDOSHUFHSWLRQDVDPHDQVRINQRZLQJ ZKLFKLV
DQDSSOLFDWLRQRI&DVVDP¶VH[SODQDWRU\FRQFHSWLRQGLVFXVVHGDERYH
7RVD\WKDWYLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJLVWRVD\WKDWWKHUH
LVDIXQFWLRQRUUROHĪEHLQJDPHDQVE\ZKLFKVRPH S NQRZVWKDW pīZKLFK
YLVXDOSHUFHSWLRQ FDQ SHUIRUP 7KLVIXQFWLRQLVUHDOL]HGRQDQRFFDVLRQ
MXVWLQFDVH S NQRZVWKDW p E\YLVXDOPHDQV 6RWKHLGHDWKDWYLVXDOSHUĥ
FHSWLRQLVDPHDQVRINQRZLQJLV QRW WKHLGHDWKDWZKHQHYHU S VHHV x WKHUH
LVVRPHNQRZOHGJH S KDVE\YLVXDOPHDQV :KHWKHURUQRWWKLVLVWUXH LW
LVQRWSDUWRIWKHLGHDWKDWYLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJ 7KDW
LGHDLVFRQVLVWHQWZLWKWKHFODLPWKDWYLVXDOSHUFHSWLRQLVRQO\ FRQGLWLRQDʃ\
NQRZOHGJHJLYLQJ 7KHUHLVPRUHRQWKLVLQVHFWLRQĪīEHORZ
7KHLGHDWKDWYLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJ XQGHUVWRRGLQ
WKLVZD\ KDVWRLQYROYHDUHVWULFWLRQWRDFHUWDLQUDQJHRISURSRVLWLRQV )RU
ZHGRQ¶WWKLQNWKDWDEVROXWHO\DQ\SURSRVLWLRQFDQEHNQRZQE\PHDQVRI
YLVXDOSHUFHSWLRQ ,IWKHUHDUHXQNQRZDEOHSURSRVLWLRQV WKHQ DIRUWLRUL
WKHUHDUHSURSRVLWLRQVZKLFKFDQ¶WEHNQRZQE\YLVXDOPHDQV %XWHYHQ
ZLWKLQWKHFDWHJRU\RINQRZDEOHSURSRVLWLRQVZHGRQ¶WKDYHWRWKLQNWKDW
IRUDQ\VXFK p RQHFDQNQRZWKDW p E\ YLVXDO PHDQV :HFDQEHPRUHFDXĥ
WLRXVDQGVXSSRVHWKDWWRVD\WKDWYLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJ
LVWRVD\WKDWWKHUHLVDIXQFWLRQRUUROHĪEHLQJDPHDQVE\ZKLFKVRPH S
NQRZVWKDW pī ZKLFKYLVXDOSHUFHSWLRQFDQSHUIRUPUHODWLYHWRD UHVWULFWHG
UDQJH RISURSRVLWLRQV HYHQNQRZDEOHSURSRVLWLRQV Ī6HHKHUHDOVR &DVVDP
ĪEī S ī
+RZPLJKWZHFRQFHLYH WKHQ RIWKHIXQFWLRQYLVXDOSHUFHSWLRQKDV
RIEHLQJDPHDQVRINQRZLQJ" &DVVDPĪīSRVHVWKHTXHVWLRQDQG
LQGLFDWHVZKDWKLVDQVZHUWRLWLVLQWKLVZD\
,IVLPSOHVHHLQJĬZKDW,¶PFDOOLQJYLVXDOSHUFHSWLRQĭLVQRW
NQRZOHGJHĥHQWDLOLQJ DQGVRQRWDIRUPRINQRZLQJ LQZKDW
VHQVHFDQLWVWLOOKDYHDNQRZOHGJHĥJLYLQJUROH" 7KHEHVWZD\
RIDQVZHULQJWKLVTXHVWLRQLVWRWKLQNDERXWWKHUROHRIWKLV
NLQGRIVHHLQJLQH[SODLQLQJKRZZHNQRZVRPHRIWKHWKLQJV
ZHNQRZDERXWWKHZRUOGDURXQGXVĪS ī
,Q&DVVDP¶VYLHZ ZKLFKLVKLQWHGDWKHUH ZHVKRXOGDSSO\WKHH[SODQDĥ
WRU\FRQFHSWLRQRIPHDQVRINQRZLQJWRYLVXDOSHUFHSWLRQ %\GRLQJVRZH

JHWWKHIROORZLQJ 6HHLQJ x LVDPHDQVRINQRZLQJMXVWLIZHFDQVDWLVIDFWRĥ
ULO\H[SODLQKRZ S NQRZVWKDW p ĪIRUDUHVWULFWHGUDQJHRISURSRVLWLRQVīE\
SRLQWLQJRXWWKDW S VHHV x ,QDQ\SDUWLFXODUFDVH S ¶VVHHLQJ x LV S ¶VPHDQV
RINQRZLQJWKDW p MXVWLI LQWKDWFDVH S ¶VVHHLQJ x LVZKDWH[SODLQVKRZ
S NQRZVWKDW p 7KHIXQFWLRQYLVXDOSHUFHSWLRQKDVRIEHLQJDPHDQVRI
NQRZLQJ RQWKLVFRQFHSWLRQ DPRXQWVWRLWKDYLQJDNQRZOHGJHH[SODLQĥ
LQJUROH
,WLVFRQVLVWHQWZLWKWKLVDFFRXQWRIKRZYLVXDOSHUFHSWLRQLVDPHDQV
RINQRZLQJWKDWZHFDQJLYHYLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOHGJH
LQWHUPVRIVHHLQJWKDW p 6XSSRVH, DVN\RXKRZ\RXNQRZWKDW\RXU
FRS\RI.ULSNH¶V 1DPLQJDQG1HFHVVLW\ LVRQ\RXUGHVN Ī7KDWLV , DVN\RX
WRH[SODLQKRZ\RXNQRZWKLVī <RXPLJKWDQVZHUĪH[SODLQīE\VD\LQJµ,
FDQVHHLWĬWKHERRNĭ¶EXWDOVRE\VD\LQJµ, FDQVHHWKDWLWLVRQWKHGHVN¶
<RXNQRZWKDWWKHERRNLVRQWKHGHVNE\YLVXDOPHDQV <RXFDQJLYH
H[SUHVVLRQWRWKLVLQGLɱHUHQWZD\V ,QWKH¿UVWFDVH\RXVSHFLI\WKHYLVXDO
PHDQVE\GHVFULELQJLWLQQRQĥSURSRVLWLRQDOWHUPVĪZLWKDQH[SUHVVLRQRI
WKHIRUPµS φV x¶ī DQGLQWKHVHFRQGFDVH\RXVSHFLI\WKHYLVXDOPHDQVE\
GHVFULELQJLWLQSURSRVLWLRQDOWHUPVĪZLWKDQH[SUHVVLRQRIWKHIRUPµS φV
WKDW p¶ī
7RHPSOR\WKHWHUPLQRORJ\LQWURGXFHGLQWKHSUHYLRXV&KDSWHU ZH
FDQVD\WKDWYLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOHGJHFDQEHJLYHQE\
HPSOR\LQJWKHĪQRQĥSURSRVLWLRQDOī EDVLFSHUFHSWXDOVHQVH RIµVHH¶ EXWDOVRE\
HPSOR\LQJWKHĪSURSRVLWLRQDOī HSLVWHPLFSHUFHSWXDOVHQVH RIµVHH¶ 1RZVLQFH
WKHUHDUH REYLRXVO\ VHPDQWLFGLɱHUHQFHVEHWZHHQWKHVHVHQVHVWKHUHDUH
VHPDQWLFGLɱHUHQFHVEHWZHHQH[SODQDWLRQVRINQRZOHGJHJLYHQLQWHUPV
RIWKHEDVLFSHUFHSWXDOVHQVHRIµVHH¶RQWKHRQHKDQG DQGWKHHSLVWHPLF
SHUFHSWXDOVHQVHRIµVHH¶RQWKHRWKHU ,¶OOQRWHWZRGLɱHUHQFHV )LUVW
H[SODQDWLRQVJLYHQLQQRQĥSURSRVLWLRQDOĪEDVLFSHUFHSWXDOīWHUPVDUH VHĥ
PDQWLFDOO\ PRUHVSHFL¿FWKDQH[SODQDWLRQVJLYHQLQSURSRVLWLRQDOĪHSLVĥ
WHPLFSHUFHSWXDOīWHUPV 7KLVLVEHFDXVHDVFULSWLRQVRIYLVXDOSHUFHSWLRQ
ZKLFKHPSOR\WKHEDVLFSHUFHSWXDOµVHH¶LQYROYH DVSDUWRIWKHLUPHDQLQJ
DVSHFL¿FDWLRQRIDW\SHRIVWDWHRIYLVXDOSHUFHSWLRQ ZKHUHDVDVFULSWLRQV
RIYLVXDOSHUFHSWLRQZKLFKLQYROYHWKHHSLVWHPLFSHUFHSWXDOVHQVHRIµVHH¶
GRQ¶WĪDVZHREVHUYHGWRZDUGVWKHHQGRIVHFWLRQĪīDERYHī
)RUH[DPSOH LQH[SODLQLQJKRZ, NQRZWKDWP\FRS\RI 1DPLQJDQG
1HFHVVLW\ LVRQWKHGHVNLQWHUPVRIVHHLQJ LWħWKHERRN WKHFRS\ħZKDW

, VD\LQYROYHVDVSHFL¿FDWLRQRIDW\SHRIYLVXDOSHUFHSWXDOVWDWH DVWKH
PHDQVRINQRZLQJ 1DPHO\ DVWDWHZKLFKKDV LW ĪWKHERRNīDVDQREMHFW
%XWLQVD\LQJWKDW, FDQVHH WKDW WKHERRNLVRQWKHGHVN WKHVHPDQWLF
FRQWHQW, H[SUHVVGRHVQ¶WLQYROYHDVSHFL¿FDWLRQRIDW\SHRIYLVXDOSHUĥ
FHSWXDOVWDWHĪVXFKDVWDWHPHQWPD\EHWUXHSDUWO\LQYLUWXHRIWKHIDFW
WKDW, VHHWKHERRN EXWQRWQHFHVVDULO\ PD\EHLWLVWUXHSDUWO\EHFDXVH,
VHHWKHVKDGRZRIWKHERRNLQVXFKDZD\WKDWLWLVHYLGHQWWKDWWKHERRN
LVRQWKHGHVNī 6R LI, H[SODLQP\NQRZOHGJHWKDWWKHERRNLVRQWKHGHVN
E\VD\LQJWKDW, FDQVHHWKDWLWLVRQWKHGHVN , GRQ¶W VHPDQWLFDOO\ VD\
ZKLFKW\SHRIYLVXDOSHUFHSWXDOVWDWHWKHNQRZOHGJHLVEDVHGRQĪWKRXJKLI
FHUWDLQFRQWH[WXDOFRQGLWLRQVDUHVDWLV¿HG, PLJKW FRQYH\ SUHFLVHO\ZKLFK
W\SHRIYLVXDOSHUFHSWXDOVWDWHJURXQGVWKHNQRZOHGJHī
'HVSLWHWKLVODFNRIVSHFL¿FLW\ FLWLQJVXFKHSLVWHPLFSHUFHSWXDOVWDWHV
FDQVWLOOSURYLGHSHUIHFWO\JRRGH[SODQDWLRQVIRUNQRZOHGJH 6XFKH[SODĥ
QDWLRQVDUHRQO\ UHODWLYHO\ XQVSHFL¿FĪWKH\DUHOHVVVSHFL¿FWKDQEDVLFSHUĥ
FHSWXDOH[SODQDWLRQVī )RULQVD\LQJWKDW S VHHVWKDW p LQDQDWWHPSWWR
H[SODLQKRZ S NQRZVWKDW p RQHVWDWHVWKDW S VHHV DQGWKDW S ¶VVHHLQJ
LVWKHVRXUFHRIWKHLUNQRZOHGJHħDVRSSRVHGWRVRPHRWKHUVRXUFH $V
&DVVDPĪEīSXWVLW
NQRZLQJWKDW3 E\VHHLQJWKDW3 LVGLɱHUHQWIURP VD\ NQRZLQJ
WKDW3 E\KHDULQJRUE\EHLQJWROGWKDW3µ6 FDQVHHWKDW3¶ LV
DQLQIRUPDWLYHDQVZHUWRWKHTXHVWLRQµ+RZGRHV6 NQRZWKDW
3"¶DWOHDVWWRWKHH[WHQWWKDWLWWHOOVXVWKH VSHFLÀFZD\LQZKLFK
6 NQRZVWKDW3 ĪS ī
7KDWLV VXFKH[SODQDWLRQVDUHUHODWLYHO\VSHFL¿FLQWKDWWKH\LQYRNHVHHĥ
LQJDVRSSRVHGWRVRPHRWKHUVRXUFH $QGEHFDXVHRIWKLVWKH\FDQEH
LQIRUPDWLYHRUJRRGH[SODQDWLRQVħIRURQHZKRLVLJQRUDQWDERXWKRZ S
NQRZVWKDW p LWFOHDUO\KHOSVWKHPWRUHVROYHWKHLULJQRUDQFH WRDQH[ĥ
WHQW WREHWROGWKDW S NQRZVWKDW p E\ VHHLQJ ĪDVRSSRVHGWRKHDULQJ RU
WHVWLPRQ\ RUZKDWHYHUī
$ VHFRQGVHPDQWLFGLɱHUHQFHEHWZHHQH[SODQDWLRQVRINQRZOHGJH
JLYHQLQWHUPVRIWKHEDVLFSHUFHSWXDO µVHH¶ DQGWKRVHJLYHQLQWHUPV
RIWKHHSLVWHPLFSHUFHSWXDOµVHH¶LVWKHIROORZLQJ *LYHQWKHVHPDQWLFV
RI µS VHHV  WKDW p¶  VHQWHQFHV ZKLFK LQYROYH  WKH HSLVWHPLF SHUFHSWXDO
VHQVHRI µVHH¶ VRPHH[SODQDWLRQVRINQRZOHGJHJLYHQLQWHUPVRIWKH

HSLVWHPLFSHUFHSWXDOµVHH¶DUHHQWDLOLQJH[SODQDWLRQV :H¿QGWKLVZKHUH
WKH FRQWHQW RI  WKH  UHOHYDQW  µS VHHV  WKDW«¶  VWDWHPHQW  ĪWKH H[SODQDQV
VWDWHPHQWīLVWKHVDPHDVWKHFRQWHQWRIWKHUHOHYDQWµS NQRZVWKDW«¶
VWDWHPHQWĪWKHH[SODQDQGXPVWDWHPHQWī 6R LI, H[SODLQKRZ, NQRZ
WKDWWKHERRNLVRQWKHGHVNE\DSSHDOWRWKHIDFWWKDW, FDQVHHWKDWWKH
ERRNLVRQWKHGHVN , JLYHDQHQWDLOLQJH[SODQDWLRQ IRU ZKHUHµVHH¶LV
WKHHSLVWHPLFSHUFHSWXDOµVHH¶ µS VHHVWKDW p¶HQWDLOVµS NQRZVWKDW p¶ĪDV
REVHUYHGLQVHFWLRQĪīDERYHī
,IWKHFRQWHQWLQYROYHGLQWKHH[SODQDQVVWDWHPHQWGRHVQ¶WLQFOXGHWKH
FRQWHQWLQYROYHGLQWKHH[SODQDQGXPVWDWHPHQW ZHGRQ¶WQHFHVVDULO\JHW
DQHQWDLOLQJH[SODQDWLRQ )RULQVWDQFH WRDGDSWDQH[DPSOHIURP'UHWVNH
Īī GLVFXVVHGDWWKHHQGRIVHFWLRQĪīDERYH , PLJKWH[SODLQKRZ,
NQRZWKDWWKH3UHVLGHQWLVLOOE\VD\LQJWKDW, FDQVHHWKDWWKHQHZVSDSHUV
VD\WKDWWKH3UHVLGHQWLVLOO %XWµS VHHVWKDWWKHQHZVSDSHUVVD\WKDWWKH
3UHVLGHQWLVLOO¶GRHVQ¶WHQWDLOµS NQRZVWKDWWKH3UHVLGHQWLVLOO¶ĪWKHIRUPHU
VHQWHQFHGRHVQ¶WHYHQHQWDLOµWKH3UHVLGHQWLVLOO¶ī
6R VRPH EXWRQO\ VRPH H[SODQDWLRQVRINQRZOHGJHJLYHQLQWHUPVRI
WKHHSLVWHPLFSHUFHSWXDOµVHH¶DUHHQWDLOLQJH[SODQDWLRQV 7KHUHOHYDQW
VHPDQWLFFRQWUDVWLVWKDWQRVXFKH[SODQDWLRQVJLYHQLQWHUPVRIWKHEDVLF
SHUFHSWXDOµVHH¶DUHHQWDLOLQJH[SODQDWLRQVĪVHHVHFWLRQĪīī , FDQH[SODLQ
P\NQRZOHGJHWKDWWKHERRNLVRQWKHGHVNLQWHUPVRIWKHIDFWWKDW, VHH
WKHERRN EXWµS VHHVWKHERRN¶GRHVQ¶WHQWDLOµS NQRZVWKDWWKHERRNLV
RQWKHGHVN¶
,VLWLQVRPHVHQVH EHFDXVH µS VHHVWKDWWKHOHPRQEHIRUHKHULV\HOORZ¶
HQWDLOVµS NQRZVWKDWWKHOHPRQ¶WKDWH[SODQDWLRQVRIKRZ S NQRZVWKDW
WKHOHPRQEHIRUHKHULV\HOORZLQWHUPVRIWKHIDFWWKDWVKHFDQVHHWKDW
WKHOHPRQEHIRUHKHULV\HOORZDUHH[SODQDWRU\" ,VWKHIDFWRIHQWDLOPHQW
UHOHYDQWWRWKHIDFWRIH[SODQDWLRQ" ,WGRHVQ¶WVHHPVR )RULQH[SODLQLQJ
S ¶VNQRZOHGJHLQWHUPVRIKHUVHHLQJ WKDW WKHOHPRQEHIRUHKHULV\HOORZ
ZHDUHVWLOODSSHDOLQJ LQRXUH[SODQDWLRQ WR WKLQJ VHHLQJ 7KDWLVWRVD\
WKHH[SODQDWRU\ZRUNLVEHLQJGRQHE\VRPHVWDWHRIHSLVRGHRIWKLQJ
VHHLQJħWKHW\SHRIZKLFKLVQ¶WVSHFL¿HGLQWKHH[SODQDWLRQħZKLFKLQ
IDFWGRHVQ¶WHQWDLOWKHNQRZOHGJH ,QVD\LQJWKDW S NQRZVWKDWWKHOHPRQ
EHIRUHKHULV\HOORZEHFDXVHWKH\FDQVHHWKDWLWLV RQHLVVD\LQJWKDW S
NQRZVWKDWWKHOHPRQEHIRUHKHULV\HOORZEHFDXVHWKHUHLVVRPHVWDWH
RUHSLVRGHRIYLVXDOSHUFHSWLRQ v RI S ¶VħWKDWLV DVWDWHRUHSLVRGHLQ

ZKLFK S VHHVVRPH x DVWDWHRI WKLQJ VHHLQJħZKLFKLVVXFKWKDW S NQRZV
WKDW p E\PHDQVRI v ĪvPLJKWEH HJ S ¶VVHHLQJWKHOHPRQī 6RDOWKRXJK
RQHFDQFRXFKDYLVXDOSHUFHSWXDOH[SODQDWLRQRINQRZOHGJHLQWHUPVRI
VHHLQJWKDW p ZKDWXOWLPDWHO\H[SODLQVWKHNQRZOHGJH DQGZKDWRQHSXWV
IRUZDUGDVZKDWH[SODLQVWKHNQRZOHGJH LVDVWDWHRIWKLQJVVHHLQJĪVRPH
VWDWHRURWKHUī 7KLVVXJJHVWVWKDWHYHQWKRXJKH[SODQDWLRQVRINQRZLQJ
WKDW p LQWHUPVRIVHHLQJWKDW p DUHHQWDLOLQJ WKLVIDFWRIHQWDLOPHQWLV
LUUHOHYDQWWRWKHLUH[SODQDWRU\IRUFH
, ZLOO  LJQRUH  WKHVH GLɱHUHQFHV EHWZHHQ SURSRVLWLRQDO  DQG QRQĥ
SURSRVLWLRQDO  YLVXDO  SHUFHSWXDO  H[SODQDWLRQV RI NQRZOHGJH :KDW
PDWWHUVWRXVKHUHLVMXVWZKDWVXFKH[SODQDWLRQVKDYHLQFRPPRQ WKH
IDFWWKDWWKH\DUHH[SODQDWLRQVRINQRZOHGJHLQWHUPVRIYLVXDOSHUFHSWLRQ
ĪWKLQJVHHLQJī 6KRUWO\, ZLOOVWDWHZKDWWKHH[SODQDWRU\FKDUDFWHUL]DWLRQ
RIRXUSUHĥWKHRUHWLF LGHDRIYLVXDO SHUFHSWLRQ¶VHSLVWHPLFVLJQL¿FDQFH
DPRXQWVWR %XW¿UVW, ZDQWWRPDNHVRPHUHPDUNVRQWKHVWUXFWXUHRI
YLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOHGJH IURPWKHSHUVSHFWLYHRIWKH
H[SODQDWRU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQDVDPHDQVRINQRZLQJ
 ([SODQDWLRQVDQG(QDEOLQJ&RQGLWLRQV
&RQVLGHUVHHLQJDOHPRQ 6XSSRVHWKDW S VHHVDOHPRQ VKHJHWVDJRRG
ORRNDWLW KHUH\HVLJKWLVIXQFWLRQLQJZHOO WKHUHLVJRRGGD\OLJKW VKHKDV
QRUHDVRQVWRGRXEWKHUVHQVHV RUWRWKLQNWKDWKHUHQYLURQPHQWFRQĥ
WDLQVIDNHREMHFWV DQGVRRQ S LVFDSDEOHRIMXGJHPHQWVLQYROYLQJWKH
FRQFHSW OHPRQ DQGYDULRXVRWKHUFRQFHSWV ,QFRQGLWLRQVVXFKDVWKHVH S
FDQFRPHWRNQRZWKDWWKHOHPRQEHIRUHKHULV\HOORZE\VHHLQJWKHOHPRQ
ĪLQ VXFK FRQGLWLRQVKHUVHHLQJWKHOHPRQH[SODLQVKHUNQRZOHGJHī ,Q RWKHU
FRQGLWLRQVWKLQJVPLJKWEHGLɱHUHQW WKRXJK S VWLOOVHHVWKHOHPRQ )RU
LQVWDQFH LQRWKHUFRQGLWLRQVVXSSRVH S VHHVWKHOHPRQEXWLWORRNVH[ĥ
DFWO\OLNHDSHDU ,QWKHVHFRQGLWLRQVKHUVHHLQJWKHOHPRQPLJKWQRWOHDG
WRWKHNQRZOHGJHWKDWWKHOHPRQEHIRUHKHULV\HOORZLIVKHPLVWDNHVLW
IRUDSHDU
:KDWWKLVVKRZVLVWKDWREMHFWVHHLQJLV DV &DVVDPĪīSXWVLW µFRQĥ
GLWLRQDOO\NQRZOHGJHĥJLYLQJ¶ĪS ī 9LVXDOSHUFHSWLRQH[SODLQVNQRZOĥ
HGJHLQVRPHFRQGLWLRQV EXWQRWRWKHUVĪLQWKHODQJXDJHRIWKHSUHYLRXV
VHFWLRQV YLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOHGJHDUHQRWHQWDLOLQJ

H[SODQDWLRQVī :HFDQIUDPHWKLVLQWHUPVRIWKHLGHDWKDWYLVXDOSHUFHSĥ
WLRQH[SODLQVNQRZOHGJHRQO\ZKHQFHUWDLQ HQDEOLQJFRQGLWLRQV DUHVDWLV¿HG
, QRZZDQWWRGLVFXVVWKHQRWLRQRIDQHQDEOLQJFRQGLWLRQ DV, XQGHUVWDQG
LW DQGGLVFXVVVRPHSDUWLFXODUHQDEOLQJFRQGLWLRQVUHOHYDQWWRYLVXDOSHUĥ
FHSWXDOH[SODQDWLRQVRINQRZOHGJH
+HUHLVKRZ DWDYHU\JHQHUDODQGDEVWUDFWOHYHO , DPXQGHUVWDQGLQJ
WKHQRWLRQRIDQHQDEOLQJFRQGLWLRQLQFRQWH[WVRIH[SODQDWLRQ 6XSSRVH
WKDW A H[SODLQV B 1RZC LVDQHQDEOLQJFRQGLWLRQRQ A¶VH[SODLQLQJ B MXVW
LQFDVH C LVSDUWRIZKDWH[SODLQVWKHIDFWWKDWĪRUH[SODLQVKRZRUZK\ī
A H[SODLQV B ,QWKLVVWUXFWXUHZHKDYHWZROHYHOV 2QWKH¿UVWOHYHOZH
KDYH B WKLVLVDQH[SODQDQGXP DQGLWLVH[SODLQHGE\ A ĪWKHH[SODQDQVIRU
Bī $WWKHVHFRQGOHYHO LWLVQRW B ZKLFKLVWKHH[SODQDQGXP QRULVLW A
ZKLFKLVWKHH[SODQDQV LWLVUDWKHUDIDFWRIWKHIRUP A H[SODLQV B ZKLFK
LVWKHH[SODQDQGXP DQGDPRQJWKHH[SODQDQVIRUDIDFWRIWKLVIRUPDUH
C FRQGLWLRQVħHQDEOLQJFRQGLWLRQV +RSHIXOO\WKLQJVZLOOEHFRPHPRUH
FOHDUDQGOHVVDEVWUDFWDVWKHGLVFXVVLRQSURFHHGV
6XSSRVHWKDW S NQRZVWKDW p E\YLVXDOPHDQV $V, XQGHUVWDQGWKLQJV
WKLVDOUHDG\JLYHVXVRQHOHYHORIH[SODQDWLRQ QDPHO\ S ¶VVHHLQJ x H[ĥ
SODLQVKRZ S NQRZVWKDW p $ IDFWRIWKLVIRUPFDQREWDLQRQO\LIFHUWDLQ
HQDEOLQJFRQGLWLRQVDUHVDWLV¿HG %XWWKLVWKHQJLYHVXVDQRWKHUOHYHORI
H[SODQDWLRQ 7KHVHHQDEOLQJFRQGLWLRQVDUHQRWSDUWRIZKDWH[SODLQVKRZ
S NQRZVWKDW p 7KH\DUH LQVWHDG SDUWRIZKDWH[SODLQV S ¶VNQRZLQJWKDW
p E\YLVXDOPHDQV :HFDQVD\ WKHQ WKDWVXFKHQDEOLQJFRQGLWLRQVDUHDW
OHDVW H[SODQDWRULO\UHOHYDQW WRKRZ S NQRZVWKDW p %XWZHDUHKHUHH[SORLWĥ
LQJDGLVWLQFWLRQEHWZHHQ WKDWZKLFKH[SODLQV RQWKHRQHKDQG DQGIHDWXUHV
ZKLFKDUH H[SODQDWRULO\UHOHYDQWWR WKDWZKLFKH[SODLQVRQWKHRWKHU 7KLV
LVWRH[SORLW IRUWKHSXUSRVHVRIXQGHUVWDQGLQJYLVXDOSHUFHSWXDOH[SODĥ
QDWLRQVRINQRZOHGJH DµJHQHUDOGLVWLQFWLRQEHWZHHQZKDWSOD\VDFHUWDLQ
UROHDQGZKDWLVUHTXLUHGIRULWWRSOD\WKDWUROH WKHODWWHUIHDWXUHVPD\
QRWSOD\WKDWUROHWKHPVHOYHV¶Ī'DQF\  S ī
)RULQVWDQFH LQDFDXVDOH[SODQDWLRQRIZK\DSDUWLFXODUHɱHFWRFĥ
FXUUHGZHZLOOKDYHWRPHQWLRQWKH FDXVHV RIWKHHɱHFW %XWWKHUHDUH
RWKHUIHDWXUHVZKLFKZKLOVWQRWWKHPVHOYHVFDXVHVDUH LQVRPHVHQVH H[ĥ
SODQDWRULO\RUFDXVDOO\ UHOHYDQW )RULQVWDQFH WKHODZVRIQDWXUHFDQEHH[ĥ
SODQDWRULO\UHOHYDQWWRZK\VRPHSDUWLFXODUHɱHFWRFFXUUHGZLWKRXWEHLQJ
FDXVHV $V'DQF\VD\V

$ IXOOFDXVDOH[SODQDWLRQRIDQHYHQWPLJKWEHWKRXJKWRIDV
RQHWKDWVSHFL¿HVDVXɷFLHQWVHWRIHYHQWVDVFDXVHV 1RZ
ZKDWDERXWWKHODZVJRYHUQLQJWKHZKROHWUDQVDFWLRQ" ,WORRNV
DVLIWKH\DUHQRWDSURSHUSDUWRIWKLVH[SODQDWLRQDWDOO EHĥ
FDXVHLWLVDVSHFL¿FDWLRQRIDVXɷFLHQWVHWRIHYHQWV DQGQR
ODZLVDQHYHQW 7KHUROHRIWKHODZVOLHVHOVHZKHUH 7KH\DUH
WKHFRQGLWLRQVUHTXLUHGIRUWKRVHHYHQWVWRQHFHVVLWDWHWKLV
RQH DQGWKHUHE\WKH\VWDQGDVHQDEOLQJFRQGLWLRQVIRUWKH
H[SODQDWLRQUDWKHUWKDQDVDSURSHUSDUWRILWĪS ī
,Q'DQF\¶VH[DPSOHWKH¿UVWRUGHUOHYHORIH[SODQDWLRQWDNHVVRPHFDXVHG
HYHQW e DVDQH[SODQDQGXP 7KHH[SODQDWRU\TXHVWLRQLVDTXHVWLRQDERXW
ZK\ e RFFXUUHG DTXHVWLRQZKLFKFRQFHUQVMXVWWKHFDXVHVRI e 7KHH[ĥ
SODQDWLRQLVJLYHQLQWHUPVRI c ZHVD\WKDW c FDXVHG e ZKHUH c LVDVHWRI
HYHQWVVXɷFLHQWIRUWKHRFFXUUHQFHRI e 7KHODZVRIQDWXUHZHWKLQNDUH
H[SODQDWRULO\ UHOHYDQW KHUH EXWQRWEHFDXVHWKH\DUHDPRQJWKHFDXVHVRI
e :HGRQ¶WEXLOGWKHPLQWRWKHH[SODQDQVIRURXUH[SODQDWLRQRIZK\ e
RFFXUUHGħIRUWKDWPDNHVUHIHUHQFH MXVW WRWKHFDXVHVRI e 7RDFFRXQW
IRUWKHH[SODQDWRU\UHOHYDQFHRIWKHODZVRIQDWXUHLQWKLVVRUWRIFDVHZH
JRWRWKHVHFRQGOHYHORIH[SODQDWLRQDQGVWDWHWKDWSDUWRIZKDWH[SODLQV
WKHIDFWRIWKHIRUP c FDXVHG e LVWKDWWKHODZVRIQDWXUHDUHDVWKH\
DUH )DFWVDERXWWKHODZVRIQDWXUHDUHHQDEOLQJFRQGLWLRQVRQWKH'DQF\
LQVSLUHGFRQFHSWLRQRIHQDEOLQJFRQGLWLRQV, DPRSHUDWLQJZLWKKHUH
7KHJHQHUDOSRLQWLVWKDWWKHUHDUHZD\VRIEHLQJH[SODQDWRULO\ UHOHĦ
YDQW WRWKHH[SODQDWLRQRIVRPHH[SODQDQGXPDVLGHIURPEHLQJ WKDWZKLFK
H[SODLQVħRU DSURSHUSDUWRI WKHH[SODQDWLRQ IRUħWKHH[SODQDQGXP (Qĥ
DEOLQJFRQGLWLRQVDUHH[SODQDWRULO\UHOHYDQWWRDQH[SODQDQGXPQRWE\
EHLQJSDUWRIZKDWH[SODLQVWKHH[SODQDQGXP EXWE\EHLQJSDUWRIZKDW
H[SODLQVWKH H[SODQDWLRQRI WKHH[SODQDQGXPħWKH\RSHUDWHDWWKHVHFRQG
OHYHORIH[SODQDWLRQ
6R ZKHQ S NQRZVWKDW p ZHFDQGLVWLQJXLVKWZRH[SODQDWRU\TXHVĥ
WLRQV )LUVW TXHVWLRQVRIWKHIRUP KRZGRHV S NQRZWKDW p" ,QUHVSRQVH
WRVXFKTXHVWLRQVZHVSHFLI\VRPHPHDQVRINQRZLQJ 7KDWLV LQUHVSRQVH
WRVXFKDTXHVWLRQZHVD\ EHFDXVH S φVBB 7KLVJLYHVD FRPSOHWH H[SODQDĥ
WLRQRIKRZ S NQRZVLQWKHVHQVHWKDWWKHH[SODQDQVLVFRPSOHWH 6XFKDQ
H[SODQDWLRQ WKDWLV GRHVQ¶WQHHGDQ\WKLQJIXUWKHULQWKHVSHFL¿FDWLRQRI

ZKDWLWLVWKDWH[SODLQVKRZ S NQRZVWKDW p ,WLV φĥLQJZKLFKH[SODLQVKRZ
S NQRZV QRWKLQJHOVH QRWKLQJPRUH %XW φĥLQJSURYLGHVVXFKDFRPSOHWH
H[SODQDWLRQRQO\XQGHUFHUWDLQFRQGLWLRQV 7KLVEULQJVXVWRWKHVHFRQGRI
WKHH[SODQDWRU\TXHVWLRQV ZKDWLVWKHH[SODQDWLRQIRU S ¶VNQRZLQJWKDW
p E\ φĦLQJ" 3DUWRIWKHDQVZHUWRVXFKDTXHVWLRQZLOOVWDWHWKDWFHUWDLQ
FRQGLWLRQVDUHVDWLV¿HG 7KDWLVC LVDQHQDEOLQJFRQGLWLRQRQ S NQRZLQJ
WKDW p E\ φĥLQJ MXVWLI C LVSDUWRIWKHH[SODQDWLRQIRU S ¶VNQRZLQJWKDW p
E\ φĥLQJ 6R HQDEOLQJFRQGLWLRQVRQYLVXDOSHUFHSWLRQEHLQJDPHDQVRI
NQRZLQJĪNQRZOHGJHH[SODLQLQJīDUHFRQGLWLRQVZKLFKKHOSH[SODLQIDFWV
RIWKHIRUP S NQRZVWKDW p E\YLVXDOPHDQV
6RPHHQDEOLQJFRQGLWLRQVRQH[SODQDWLRQVRINQRZOHGJHZLOOEHQHFĥ
HVVDU\FRQGLWLRQVRQVXFKH[SODQDWLRQV 7KDWLV WKH\ZLOOEHFRQGLWLRQV
ZKLFKPXVWREWDLQLIDQ\IDFWRIWKHIRUP S NQRZVWKDW p E\ φĥLQJREĥ
WDLQV %XWLWLVLPSRUWDQWWREHDULQPLQGWKDWQRWDOOVXFKQHFHVVDU\
FRQGLWLRQVZLOOEHHQDEOLQJFRQGLWLRQV )RU DV,¶YHEHHQVXJJHVWLQJLQ
WKLVVHFWLRQVRIDU WKHUHLVVRPHWKLQJ H[SODQDWRU\ DERXWHQDEOLQJFRQGLĥ
WLRQV (QDEOLQJFRQGLWLRQVPXVWFRQWULEXWHWRVHFRQGOHYHOH[SODQDWLRQV
ĪLQH[SODQDWLRQVRINQRZOHGJH WKH\PXVWEHSDUWRIZKDWH[SODLQVIDFWV
RIWKHIRUP S NQRZVWKDW p E\ φĥLQJBBī 7KLVPHDQVWKDWQRWDQ\ROG
QHFHVVDU\FRQGLWLRQRQ φĥLQJEHLQJDPHDQVRINQRZLQJZLOOFRXQWDVDQ
HQDEOLQJFRQGLWLRQ )RU QRWHYHU\VXFKQHFHVVDU\FRQGLWLRQLVVXFKWKDW
LILWLVVDWLV¿HGLWZLOOEHSDUWRIZKDW H[SODLQV KRZ S NQRZVWKDW p E\ φĥ
LQJ )RULQVWDQFH WKDW 2+ 2 = 4 LVDQHFHVVDU\FRQGLWLRQRQ φĥLQJEHLQJD
PHDQVRINQRZLQJĪLWLVQHFHVVDULO\WUXH WKXVLWPXVWREWDLQLIDQ\IDFWRI
WKHJHQHUDOIRUP S NQRZVWKDW p E\ φĥLQJBBREWDLQVī %XWQRZVXSSRVH
WKDWRQDSDUWLFXODURFFDVLRQ S NQRZVWKDW p E\ φĥLQJ ,VWKHIDFWWKDW
2 + 2 = 4 SDUWRIZKDW H[SODLQVKRZ S NQRZVWKDW p E\ φĥLQJRQWKDWRFFDĥ
VLRQ" 6KRXOGZHFRXQWLWDVDPRQJWKHHQDEOLQJIDFWVIRUWKDWSDUWLFXODU
IDFW" ,QWXLWLYHO\QRW 7KXV ZHVKRXOGQ¶WPDLQWDLQWKDWDQ\ROGQHFHVVDU\
FRQGLWLRQRQ φĥLQJEHLQJDPHDQVRINQRZLQJLVDQHQDEOLQJFRQGLWLRQ
6RPH RIWKHPDUHħWKHH[SODQDWRU\RQHV
1RZOHW¶VFRQVLGHUHQDEOLQJFRQGLWLRQVRQYLVXDOSHUFHSWXDOH[SODQDĥ
WLRQVRINQRZOHGJH DQGOHW¶VIRFXVRQWKRVHWKDWDUHQHFHVVDU\FRQGLWLRQV
:HFDQGLVWLQJXLVKWZRYDULHWLHVRIVXFKFRQGLWLRQV )LUVW WKHUHDUH JOREDO
HQDEOLQJFRQGLWLRQV C LVDJOREDOHQDEOLQJFRQGLWLRQRQ S ¶VNQRZLQJWKDW p
E\ φĥLQJ MXVWLQFDVHIRUDQ\ φ ZKHQHYHU S NQRZVWKDW p E\ φĥLQJ WKH

VDWLVIDFWLRQRI C ĪLVSDUWRIZKDWīH[SODLQVKRZ S NQRZVWKDW p E\ φĥLQJ
7KXV JOREDOHQDEOLQJFRQGLWLRQVDUHH[SODQDWRU\QHFHVVDU\FRQGLWLRQVRQ
NQRZLQJE\ DQ\ PHDQVZKDWVRHYHU 6HFRQG WKHUHDUH ORFDOHQDEOLQJFRQGLĦ
WLRQV C LVDORFDOHQDEOLQJFRQGLWLRQRQ S ¶VNQRZLQJWKDW p E\ φĥLQJ MXVW
LQFDVH IRUVRPH φ ZKHQHYHU S NQRZVWKDW p E\ φĥLQJ WKHVDWLVIDFWLRQ
RI C ĪLVSDUWRIZKDWīH[SODLQVKRZ S NQRZVWKDW p E\ φĥLQJ 7KXV ORFDO
HQDEOLQJFRQGLWLRQVDUHH[SODQDWRU\QHFHVVDU\FRQGLWLRQVRQNQRZLQJE\
MXVW VRPH PHDQV
7DNHDSDUWLFXODUIDFWRIWKHIRUP S NQRZVWKDW p E\ φĥLQJĪHJ ,
NQRZWKDWWKHOHPRQEHIRUHPHLV\HOORZEHFDXVH, FDQVHHWKHOHPRQī
$PRQJWKHIDFWVZKLFKH[SODLQ S ¶VNQRZLQJWKDW p E\ φĥLQJDUHVRPHRI
WKHĪVDWLV¿HGīQHFHVVDU\FRQGLWLRQVRQNQRZLQJE\ φĥLQJĪRQ φĥLQJEHLQJD
PHDQVRINQRZLQJī 7KDWLV VDWLV¿HGJOREDODQGORFDOHQDEOLQJFRQGLWLRQV
RQNQRZLQJE\ φĥLQJ Ī, ERUURZWKHWHUPVµJOREDO¶DQGµORFDO¶LQWKLVFRQWH[W
IURP 0F.HHYHUDQG5LGJHĪ S īī
)URPZKDWZHKDYHVDLGWKXVIDUZHFDQDSSUHFLDWH LQDQDEVWUDFWZD\
WKDWHYHQLIYLVXDOSHUFHSWLRQLVSUHVHQWRQDJLYHQRFFDVLRQLWPLJKWQRW
H[SODLQNQRZOHGJH )RULIWKHUHOHYDQWJOREDODQGORFDOHQDEOLQJFRQGLĥ
WLRQVDUHQ¶WVDWLV¿HGRQWKDWRFFDVLRQ WKHQYLVXDOSHUFHSWLRQZRQ¶WIXQFĥ
WLRQDVDPHDQVRINQRZLQJħVLQFHWKHUHOHYDQWORFDOHQDEOLQJFRQGLWLRQV
DUHQHFHVVDU\IRU YLVXDOSHUFHSWLRQ WRIXQFWLRQLQWKDWZD\ DQGWKHJOREDO
RQHVDUHQHFHVVDU\IRU DQ\PHDQV WRIXQFWLRQLQWKDWZD\ ,¶OOQRZGLVFXVV
VRPHH[DPSOHV
3ODXVLEO\LWLVFRQVWLWXWLYHRI S ¶VNQRZLQJWKDW p WKDW S SRVVHVVHV
WKHFRQFHSWVZKLFKFRPSRVHĪRUZKLFKFKDUDFWHUL]HīWKHSURSRVLWLRQ
p .QRZLQJWKDW p LV DQDWWLWXGHWR p ZKLFKUHTXLUHVWKDW S JUDVSV
WKDW p DQGWKLV ZHFDQVXSSRVH FRQVWLWXWLYHO\LQYROYHVSRVVHVVLRQRI
WKHFRQFHSWVDVVRFLDWHGZLWK p ĪVHH :LOOLDPVRQĪī S ī ,I,
NQRZWKDWWKHOHPRQEHIRUHPHLV\HOORZ, PXVWKDYHWKHNLQGFRQFHSW
/(021DQGWKHFRORXUFRQFHSW <(//2:DPRQJRWKHUFRQFHSWV
7KXV SRVVHVVLQJFRQFHSWVDVVRFLDWHGZLWK p LVDQHFHVVDU\FRQGLWLRQRQ
NQRZLQJWKDW p DQGWKXVDQHFHVVDU\FRQGLWLRQRQNQRZLQJWKDW p E\
DQ\PHDQV
,WGRHVQ¶WIROORZIURPWKHIDFWWKDWSRVVHVVLQJFRQFHSWVDVVRFLDWHG
ZLWK p LVDQHFHVVDU\FRQGLWLRQRQNQRZLQJWKDW p E\DQ\PHDQVWKDWWKLV
LVDQ HQDEOLQJ FRQGLWLRQRQNQRZLQJWKDW p E\DQ\PHDQV +RZHYHU LW

GRHVVHHPWREHDQHQDEOLQJFRQGLWLRQ VLQFHLWVHHPVWKDWLWZLOOEHH[ĥ
SODQDWRULO\UHOHYDQWWR S ¶VNQRZLQJWKDW p ,QWXLWLYHO\ WKDWLV SRVVHVVLQJ
WKHUHOHYDQWFRQFHSWVLVQRW PHUHO\ DQHFHVVDU\FRQGLWLRQRQNQRZLQJWKDW
p E\DQ\PHDQV EXWD JOREDOHQDEOLQJ FRQGLWLRQ )RU SODXVLEO\ WKDW S SRVĥ
VHVVHVWKHFRQFHSWVDVVRFLDWHGZLWK p ZLOOEHSDUWRIZKDWH[SODLQVDQ\
IDFWRIWKHIRUP S NQRZVWKDW p E\ φĥLQJ ,WVHHPVWKDWDSURSHUSDUWRI
WKHH[SODQDWLRQRIP\NQRZLQJWKDWWKHUHLVDOHPRQEHIRUHPH E\DQ\
PHDQVZKDWVRHYHU ZLOOKDYHWRPDNHUHIHUHQFHWRWKHFRQGLWLRQV, VDWLVI\
DVDNQRZHU VXFKDVWKHIDFWWKDW, FDQJUDVSWKHSURSRVLWLRQWKDWWKHUH
LVDOHPRQEHIRUHPH DQGWKXVWKDW, SRVVHVVWKHFRQFHSWVUHTXLUHGIRU
WKDW Ī&DVVDPĪEī S  IRULQVWDQFH WKLQNVRIFRQFHSWSRVVHVVLRQ
DVDQHQDEOLQJFRQGLWLRQī
3RVVHVVLQJWKHFRQFHSWVDVVRFLDWHGZLWK p LVWKXVDQHQDEOLQJFRQĥ
GLWLRQRQNQRZLQJWKDW p E\ YLVXDOPHDQV 6XSSRVHWKDW S GRHVQ¶WNQRZ
WKDWWKHOHPRQEHIRUHKHULV\HOORZEHFDXVHVKHGRHVQ¶WKDYHWKHFRQFHSW
/(021 ĪSHUKDSVVKHLVDQLQIDQWLQDUPV RUKDVMXVWOHDGDOHPRQOHVVOLIH
WKDWLV KDVQHYHUHQFRXQWHUHGOHPRQV RUOHDUQHGDERXWWKHP RUKDGDQ\
RSSRUWXQLW\WRDFTXLUHWKHFRQFHSWī 6WLOO LWVHHPV S PLJKW VHH WKHOHPRQ
EHIRUHKHU ,QWKHVHFLUFXPVWDQFHV REYLRXVO\ S ¶VVHHLQJWKHOHPRQZLOO
QRWH[SODLQKRZ S NQRZVWKDWWKHOHPRQEHIRUHKHULV\HOORZħWKHUHLVQR
VXFKNQRZOHGJHWRH[SODLQ 7KLVLVEHFDXVHDQHQDEOLQJFRQGLWLRQħWKH
FRQFHSWSRVVHVVLRQJOREDOHQDEOLQJFRQGLWLRQħRQ S ¶VNQRZLQJWKDW p E\
YLVXDOPHDQVLVQRWVDWLV¿HG
,QFLUFXPVWDQFHVZKHUHWKLVHQDEOLQJFRQGLWLRQ LV VDWLV¿HG WKLQJVPD\
EHGLɱHUHQWĪDVORQJDVRWKHUHQDEOLQJFRQGLWLRQVDUHDOVRVDWLV¿HGī )RU
LQVWDQFH LI S KDVWKHFRQFHSW/(021DQGRWKHUUHOHYDQWFRQFHSWV VKH
PD\ZHOO XSRQVHHLQJWKHOHPRQ FRPHWRNQRZWKDWWKHOHPRQEHIRUH
KHULV\HOORZ ,QWKLVFDVHZKDWH[SODLQVKRZ S NQRZVWKDWWKHOHPRQ
EHIRUHKHULV\HOORZLVKHUVHHLQJWKHOHPRQ $QGSDUWRIZKDWH[SODLQ¶V
S ¶VNQRZLQJWKDWWKHOHPRQEHIRUHKHULV\HOORZE\VHHLQJWKHOHPRQLV
WKDWWKHFRQFHSWSRVVHVVLRQJOREDOHQDEOLQJFRQGLWLRQLVVDWLV¿HG
$QH[DPSOHRID ORFDO HQDEOLQJFRQGLWLRQFRPHVIURP %XUJHĪī
7KHH[DPSOHLVDQH[DPSOHRIDQHFHVVDU\FRQGLWLRQRQFRPLQJWRNQRZ
VSHFL¿FDOO\E\PHDQVRI UHDVRQLQJ RULQ%XUJH¶VWHUPV LWLVDµEDFNJURXQG
FRQGLWLRQ¶RQWKHµSURSHUIXQFWLRQLQJ¶RIUHDVRQLQJ ,WLVDORFDOHQDEOLQJ
FRQGLWLRQIRULWLVSDUWRIZKDWH[SODLQVIDFWVRIWKHIRUP r H[SODLQVKRZ

S NQRZVWKDW pħZKHUH r LVVRPHLQVWDQFHRISURSHUO\IXQFWLRQLQJUHDĥ
VRQLQJ +HUHLV%XUJH¶VH[DPSOH
,Q  D  GHGXFWLRQ UHDVRQLQJ SURFHVVHV¶ ZRUNLQJ SURSHUO\
GHSHQGV RQ PHPRU\¶V SUHVHUYLQJ  WKH  UHVXOWV RI SUHYLRXV
UHDVRQLQJ %XWPHPRU\¶VSUHVHUYLQJVXFKUHVXOWVGRHVQRW
DGGWRWKHMXVWL¿FDWLRQDOIRUFHRIWKHUHDVRQLQJ« 0HPRU\
IDLOXUHV  WKDW  FDXVH GHPRQVWUDWLRQV  WR  IDLO  DUH  IDLOXUHV RI
EDFNJURXQG FRQGLWLRQV QHFHVVDU\  WR  WKH SURSHU  IXQFWLRQ
RIUHDVRQLQJ« (YHQLQHPSLULFDOUHDVRQLQJ PHPRU\KDVD
SXUHO\SUHVHUYDWLYHIXQFWLRQWKDWGRHVQRWFRQWULEXWHWRWKH
IRUFHRIWKHMXVWL¿FDWLRQ EXWVLPSO\KHOSVDVVXUHWKHSURSHU
ZRUNLQJRIRWKHUFRJQLWLYHFDSDFLWLHVRYHUWLPH Ī%XUJH 
SS Ħī
,QVXFKFDVHV PHPRU\¶VSUHVHUYLQJUHVXOWVGRHVQ¶WH[SODLQKRZ S NQRZV
WKDW p ,WLVUDWKHUSDUWRIWKHH[SODQDWLRQRIKRZ S NQRZVWKDW p E\
UHDVRQLQJ %XUJH¶VFDVHDOVRVHUYHVDVDUHPLQGHURIVRPHRIWKHZD\VLQ
ZKLFKZH LQWXLWLYHO\ FDUYHXSH[SODQDWRU\VSDFH )RUHYHQWKRXJKZH
KDYHQRSUREOHPZLWKWKHLGHDRIPHPRU\SURYLGLQJRQHZLWKJURXQGV
IRUNQRZOHGJH LQWXLWLYHO\ WKDWLV QRW WKHH[SODQDWRU\UROHLWSOD\VZKHQ
LWLVLQYROYHGLQWKHSURSHUIXQFWLRQLQJRIUHDVRQLQJĪLWGRHVQ¶W DV%XUJH
SXWVLW FRQWULEXWHµMXVWL¿FDWLRQDOIRUFH¶ī Ī, JLYHDQH[DPSOHRIDORFDO
HQDEOLQJFRQGLWLRQRQYLVXDOSHUFHSWLRQEHORZī
:HKDYHFRQVLGHUHGWZRHQDEOLQJFRQGLWLRQVVRIDU WKHJOREDOHQĥ
DEOLQJFRQGLWLRQRIFRQFHSWSRVVHVVLRQ DQGWKHHQDEOLQJFRQGLWLRQRI
SUHVHUYDWLYHPHPRU\ ORFDOWRWKHSURSHUIXQFWLRQLQJRIUHDVRQLQJ 7KH
FRQGLWLRQVZHKDYHFRQVLGHUHGDUHFRQGLWLRQVRQ S NQRZLQJE\ VRPHPHDQV
φĥLQJ EXWQRWRQWKHPHUHSUHVHQFHRI φĥLQJ &RQFHSWSRVVHVVLRQLVDUĥ
JXDEO\QRWDFRQGLWLRQRQWKHPHUHSUHVHQFHRI DWOHDVW DUDQJHRIPHDQV
RINQRZLQJĪHJ SHUFHSWXDOPHDQVħWKRXJKWKLVLVFRQWURYHUVLDO DVZH¶OO
VHHLQWKHGLVFXVVLRQRI0F'RZHOO¶VYLHZRISHUFHSWLRQLQ&KDSWHU ī
$QG DUJXDEO\ WKHSUHVHUYDWLRQRIUHVXOWVLQPHPRU\LVQRWDFRQGLWLRQ
RQUHDVRQLQJ SHUVH EXWLWV SURSHUIXQFWLRQLQJ 6XFKHQDEOLQJFRQGLWLRQVDUH
ZKDW &DVVDPĪD S īFDOOV W\SH B HQDEOLQJFRQGLWLRQV %XWWKHUH
DUHDOVRZKDW&DVVDPFDOOV W\SH A HQDEOLQJFRQGLWLRQV 7KHVHDUHHQDEOLQJ

FRQGLWLRQVRQWKHYHU\SUHVHQFHRIVRPHPHDQVRINQRZLQJ φĥLQJ &DVĥ
VDPVXJJHVWVWKDWWKHUHLVOLNHO\WREHVRPHRYHUODSKHUHħVRPHRIWKH
HQDEOLQJFRQGLWLRQVRQWKHSUHVHQFHRI φĥLQJZLOODOVREHHQDEOLQJFRQGLĥ
WLRQVRQ φĥLQJEHLQJDPHDQVRINQRZLQJĪS ī
:KHQLWFRPHVWRYLVXDOSHUFHSWLRQ VRPHSK\VLRORJLFDOFRQGLWLRQV
IRULQVWDQFH ZLOOFRXQWDVW\SH A HQDEOLQJFRQGLWLRQV VLQFHVRPHVXFK
FRQGLWLRQVDUHH[SODQDWRULO\QHFHVVDU\FRQGLWLRQVRQWKHSUHVHQFHRIYLĥ
VXDOSHUFHSWLRQ )RULQVWDQFH FRQGLWLRQVZKLFKFRQFHUQWKHSURSHUIXQFĥ
WLRQLQJRID YLVXDOV\VWHP ĪWKDWLV DVSHFL¿FVRUWRIQHXURSK\VLRORJLFDORU
DUWL¿FLDOV\VWHPUHVSRQVLEOHIRUYLVXDOIXQFWLRQV LQFOXGLQJYLVXDOSHUFHSĥ
WLRQī 7KHVDWLVIDFWLRQRIVXFKFRQGLWLRQVLV SODXVLEO\ ĪDWOHDVWSK\VLFDOO\
RUFDXVDOO\īQHFHVVDU\IRUWKHUHWREHYLVXDOSHUFHSWLRQDWDOO ,WLVDOVR
H[SODQDWRU\RIWKHSUHVHQFHRIYLVXDOSHUFHSWLRQĪSDUWRIZKDWH[SODLQV
WKHSUHVHQFHRIYLVXDOSHUFHSWLRQRQDQ\RFFDVLRQPXVWPDNHUHIHUHQFH
WRWKHVDWLVIDFWLRQRIVXFKFRQGLWLRQVī 7KXVVXFKFRQGLWLRQVFDQEHHQĥ
DEOLQJFRQGLWLRQV 0RUHRYHU VXFKFRQGLWLRQVZLOOSODXVLEO\DOVREHORFDO
W\SH B HQDEOLQJFRQGLWLRQV FRQGLWLRQVRQVSHFL¿FDOO\YLVXDOSHUFHSWLRQ
EHLQJDPHDQVRINQRZLQJ 6XFKFRQGLWLRQVFDQHQWHULQWRDQH[SODQDĥ
WLRQRIZKDWH[SODLQV S ¶VNQRZLQJE\VSHFL¿FDOO\ YLVXDO PHDQVEHFDXVH
WKH\DUHH[SODQDWRU\QHFHVVDU\FRQGLWLRQVRQWKHYHU\SUHVHQFHRIYLVXDO
SHUFHSWLRQ
:KDWVXFKFRQGLWLRQVDUHLVDPDWWHUIRUYLVLRQVFLHQFH %XWLWLVSODXĥ
VLEOHWRVXSSRVHWKDWWKHUHZLOODOVREHHQDEOLQJFRQGLWLRQV ORFDOWRYLVXDO
SHUFHSWLRQ ZKLFKDUHRIERWKW\SHV A DQG B GLVFRYHUDEOHE\ DSULRUL SKLORĥ
VRSKLFDOHQTXLU\ )RULQVWDQFH &DVVDPĪDīDUJXHVWKDWYLVXDOSHUFHSĥ
WLRQLVVXEMHFWWRDVSDWLDOSHUFHSWLRQFRQGLWLRQ , ZRQ¶WGLVFXVVWKLVKHUH
VLQFH, KDYHGLVFXVVHGLWDWOHQJWKHOVHZKHUH VHH )UHQFKĪ)RUWKFRPLQJī
7KHHQDEOLQJFRQGLWLRQVZHKDYHFRQVLGHUHGVRIDUDUHQHFHVVDU\FRQĥ
GLWLRQVRQYLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOHGJH WKDWLV QHFHVVDU\
FRQGLWLRQVRQJHQHUDOIDFWVRIWKHIRUP S ¶VVHHLQJ x H[SODLQVKRZ S NQRZV
WKDW p 7KH\DUHH[SODQDWRU\FRQGLWLRQVZKLFKDUHVXFKWKDWWKH\PXVW
REWDLQLIDQ\IDFWRIWKHIRUP S ¶VVHHLQJ x H[SODLQVKRZ S NQRZVWKDW
p REWDLQV +RZHYHU LIZHIRFXVRQVSHFL¿FLQVWDQFHVRIJHQHUDOIDFWVRI
WKHIRUP S ¶VVHHLQJ x H[SODLQVKRZ S NQRZVWKDW p WKHQVRPHFRQGLĥ
WLRQVPD\EHSDUWRIWKHH[SODQDWLRQIRUJLYHQLQVWDQFHVZLWKRXWEHLQJ
QHFHVVDU\FRQGLWLRQV

)RULQVWDQFH WDNHWKHIROORZLQJIDFW
Ī/ī 0\VHHLQJWKDWOHPRQH[SODLQVKRZ, NQRZWKDWWKDWOHPRQLV\HOORZ
6XSSRVHWKHQWKDWRQDSDUWLFXODURFFDVLRQ, VHHWKHOHPRQDQGWKHUHE\
FRPHWRNQRZWKDWLWLV\HOORZ &DOOWKLV&DVH 1 3DUWRIZKDWH[SODLQVKRZ
P\VHHLQJGHOLYHUVNQRZOHGJHLQ&DVH 1 LVWKDWWKHOHPRQORRNHG\HOORZ
WRPH 7KDWLV DPRQJWKHHQDEOLQJFRQGLWLRQVRQP\NQRZLQJWKDWWKH
OHPRQLV\HOORZE\VHHLQJLW LQ&DVH 1 LQFOXGHWKHIDFWWKDWWKHOHPRQ
ORRNHG\HOORZWRPH %XWLI, NQRZWKDWWKHOHPRQLV\HOORZE\VHHLQJ
LW PXVW LWORRN\HOORZWRPH" 7KDWLV LVWKHHQDEOLQJFRQGLWLRQZHKDYH
LGHQWL¿HGLQ&DVH 1 DQHFHVVDU\FRQGLWLRQRQFDVHVZKLFKDUHVXFKWKDW
LQWKHPĪ/ī REWDLQV" 7KLVGRHVQ¶WVHHPULJKW &RQVLGHU&DVH 2 $JDLQ
, NQRZWKDWWKHOHPRQLV\HOORZE\VHHLQJLWħĪ/ī REWDLQV %XWVXSSRVH
WKDW, DPLQFRQGLWLRQVZKHUH, NQRZWKDW\HOORZWKLQJVZLOOORRNUHGWR
PHħGXHWRVRPHOLJKWLQJWULFNV RUSHUKDSVVRPH¿GGOLQJZLWKP\YLVXDO
V\VWHP 1RZVXSSRVHWKDW, VHHWKHOHPRQ DQGLWORRNVUHGWRPH ,Q
WKLVFDVH, VHHWKHOHPRQDQGWKHUHE\NQRZWKDWLWLV\HOORZħP\VHHLQJ
WKHOHPRQLVZKDWH[SODLQVKRZ, NQRZWKDWLWLV\HOORZ %XWLWLV QRWWUXH
LQ&DVH 2 WKDWWKHOHPRQORRNV\HOORZWRPH VRWKLVLVQRWSDUWRIZKDW
HQDEOHVP\VHHLQJWKHOHPRQWRGHOLYHUNQRZOHGJHLQWKLVFDVH 7KDWLW
ORRNV UHG WRPHLVSDUWRIZKDWHQDEOHVP\VHHLQJWRGHOLYHUNQRZOHGJH
LQ&DVH 2 6RLWVHHPVWKDWZKHQZHIRFXVRQPRUHVSHFL¿FIDFWV VXFKDV
Ī/īUDWKHUWKDQYHU\JHQHUDOIDFWVRIWKHIRUP S NQRZVWKDW p E\YLVXDO
PHDQV HQDEOLQJFRQGLWLRQVGRQ¶WKDYHWREHQHFHVVDU\FRQGLWLRQVĪLQRQH
FOHDUVHQVHRIµQHFHVVDU\FRQGLWLRQ¶ī 6RPHFRQGLWLRQVFDQEHSDUWRIZKDW
H[SODLQVWKHREWDLQLQJRIWKHVHVSHFL¿FIDFWVHYHQLIWKH\DUHQRWQHFHVVDU\
IRUWKHREWDLQLQJRIWKHVHVSHFL¿FIDFWV
,Q&DVH 1 WKHIDFWWKDWWKHOHPRQORRNV\HOORZWRPHLVSDUWRIZKDW
H[SODLQVKRZP\VHHLQJWKHOHPRQ\LHOGVNQRZOHGJHWKDWLWLV\HOORZ ,
KDYHFODLPHGWKDWWKLVGRHVQ¶WUHTXLUHWKHIDFWWKHOHPRQORRNV\HOORZWR
PHWREHDQHFHVVDU\FRQGLWLRQRQP\VHHLQJGHOLYHULQJVXFKNQRZOHGJH
7KDWLVQRWWRVD\WKDWWKHUHLVQRWDQHFHVVDU\FRQGLWLRQLQWKHYLFLQLW\
)RUWKHIDFWWKDWWKHOHPRQORRNV\HOORZWRPHLV SODXVLEO\ DQLQVWDQFHRI
DQHFHVVDU\FRQGLWLRQRQVHHLQJWKHOHPRQ WKDWLWORRNV VRPHZD\RURWKHU
WRPH Ī7KLVLV DV, REVHUYHGLQVHFWLRQĪīDERYH VRPHWKLQJZHDUH
FRPPLWWHGWRLQRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQī ,IWKLVLV

WUXH LWGRHVQ¶WXQGHUPLQHZKDW,¶YHEHHQVD\LQJ )RUZKDWLV H[SODQDWRU\
LQ&DVH 1 LVWKHPRUHVSHFL¿FFRQGLWLRQ 7KXVWKHPRUHVSHFL¿FFRQGLĥ
WLRQJHWVWRFRXQWDVWKHHQDEOLQJFRQGLWLRQLQWKLVFDVH ,Q&DVH 1 LWLVWKH
IDFWWKDWWKHOHPRQORRNV \HʃRZ ĪDVRSSRVHGWR VD\ EURZQīWRPHĪJLYHQ
WKHQRUPDOSHUFHSWXDOFRQGLWLRQVīZKLFKLVH[SODQDWRU\ $QGLQ&DVH 2 LW
LVWKHIDFWWKDWWKHOHPRQORRNV UHG WRPHĪJLYHQWKH DEQRUPDO SHUFHSWXDO
FRQGLWLRQVīZKLFKLVH[SODQDWRU\
:HPLJKWWKLQN WKHQ WKDWVRPHHQDEOLQJFRQGLWLRQVZLOOEH,186
FRQGLWLRQV LQWKHVHQVHRXWOLQHGE\ 0DFNLHĪī $ FRQGLWLRQLVDQ
,186 FRQGLWLRQIRU p MXVWLILWLVDQLQVXɷFLHQWEXWQHFHVVDU\SDUWRIDQ
XQQHFHVVDU\WKRXJKVXɷFLHQWFRQGLWLRQIRU p 6RLIZHWDNH p WREHĪ/ī
WKHQWKDWWKHOHPRQORRNV\HOORZWRPHFRXQWVDVDQ,186 FRQGLWLRQ
IRU p 6LQFHLWLVĪ,ī LQVXɷFLHQWĪWKHOHPRQ¶VORRNLQJ\HOORZWRPHLVQ¶W
VXɷFLHQWIRU pī WKRXJKĪ1ī DQHFHVVDU\SDUWRIĪ8ī DQXQQHFHVVDU\EXW
Ī6ī VXɷFLHQWFRQGLWLRQIRU p
, KDYH EHHQ GLVFXVVLQJ  HQDEOLQJ  FRQGLWLRQV RQ PHDQV RI NQRZLQJ
PRUHVSHFL¿FDOO\ YLVXDOPHDQV , KDYHGLVWLQJXLVKHGEHWZHHQJOREDODQG
ORFDOHQDEOLQJFRQGLWLRQV DQGW\SH A DQGW\SH B HQDEOLQJFRQGLWLRQV
6RPHHQDEOLQJFRQGLWLRQVDUHQHFHVVDU\FRQGLWLRQV EXWLIZHIRFXVRXU
DWWHQWLRQRQVSHFL¿FSHUFHSWXDOH[SODQDWLRQVRINQRZOHGJH QRWDOODUH
Ī6RPHDUH,186 FRQGLWLRQVī 1RGRXEWWKHUHLVPXFKPRUHFRPSOH[LW\
WRXQGHUVWDQGLQJHQDEOLQJFRQGLWLRQVWKDQ, KDYHPDQDJHGWRUHSUHVHQW
KHUH $QGRIFRXUVHWKHUHDUHPDQ\PRUHHQDEOLQJFRQGLWLRQVRQYLVXDO
SHUFHSWLRQEHLQJDPHDQVRINQRZLQJWKDQ, KDYHDOOXGHGWR , KDYHMXVW
EHHQWU\LQJWRH[SORUHKRZZHVKRXOGXQGHUVWDQG LQDOLWWOHPRUHGHWDLO
YLVXDO SHUFHSWXDO H[SODQDWLRQV RI NQRZOHGJH , KRSHWKLV GLVFXVVLRQ
KDVSXWXVLQWRDSRVLWLRQZKHUHZHFDQXQGHUVWDQGWKHVWUXFWXUHRI
YLVXDO SHUFHSWXDO H[SODQDWLRQV RI NQRZOHGJH D ELW EHWWHU ,¶OO  HQGE\
FRPPHQWLQJRQWKLV
,WLV ZHKDYHREVHUYHG RQO\LQFHUWDLQFRQGLWLRQVWKDWYLVXDOSHUFHSĥ
WLRQH[SODLQVNQRZOHGJH 7KXVYLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOĥ
HGJHKDYHDFRPSOH[VWUXFWXUH WKDWLV VXFKH[SODQDWLRQVDUHDIXQFWLRQ
RIYLVXDOSHUFHSWLRQDQGFHUWDLQRWKHUFRQGLWLRQV 1RZ RQWKHIDFHRILW
YLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOHGJHKDYHWKLVIRUP

Īī S ¶VVHHLQJ x H[SODLQVKRZ S NQRZVWKDW p
2QWKHZD\RIWKLQNLQJ, KDYHEHHQUHFRPPHQGLQJ DFFRPPRGDWLQJWKH
FRQGLWLRQDOQDWXUHRIVXFKH[SODQDWLRQVGRHVQRWUHTXLUHXVWRUHMHFWDSĥ
SHDUDQFHVDQGLQVWHDGWKLQNRIYLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOĥ
HGJHDVKDYLQJWKLVIRUP
Īī S ¶VVHHLQJ x + C H[SODLQVKRZ S NQRZVWKDW p
7KHH[SODQDWRU\ UHOHYDQFH RIFRQGLWLRQVC GRHVQ¶WLWVHOIZDUUDQWPRGHOOLQJ
YLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOHGJHLQWHUPVRIĪīUDWKHUWKDQĪī
)RUZHFDQPRGHOWKHH[SODQDWRU\UHOHYDQFHRIVXFKFRQGLWLRQVLQWHUPV
RIWKHLUUROHLQH[SODQDWLRQVRIVXEWO\GLɱHUHQWIDFWV QDPHO\ IDFWVRIWKH
IRUP KRZ S NQRZVWKDW p E\YLVXDOPHDQV 6XFKDPRGHOLVZKDWZHKDYH
ZKHQZHFDVWVXFKFRQGLWLRQVLQWKHUROHRIHQDEOLQJFRQGLWLRQV
*LYHQWKHH[SODQDWRU\FRQFHSWLRQRIPHDQVRINQRZLQJ WKLVDOORZV
XVWRPDLQWDLQWKHLQWXLWLYHLGHDWKDW ZLWKUHIHUHQFHWRDFDVHGLVFXVVHG
DERYH LWLV S ¶V VHHLQJWKHOHPRQ ZKLFKLVWKHPHDQVE\ZKLFKVKHNQRZV
WKDWWKHOHPRQEHIRUHKHULV\HOORZ QRWVRPHKRGJHSRGJHĪHJ S ¶VVHHLQJ
WKHOHPRQ + S ¶VSRVVHVVLQJWKHFRQFHSW OHPRQ + S ¶VKDYLQJDSURSHUO\
IXQFWLRQLQJYLVXDOV\VWHP +« DQGVRRQī 7RSXWWKLQJVDQRWKHUZD\ LW
DOORZVXVWRPDLQWDLQWKDWZKDW JURXQGV S ¶VNQRZOHGJHLVMXVW S ¶VVHHLQJ
WKHOHPRQ 2WKHUIDFWRUVDUH RIFRXUVH UHOHYDQWWRWKLVJURXQGLQJ %XW
WKH\DUHQRWWKHPVHOYHVJURXQGLQJIHDWXUHV
,QZKDWIROORZV, ZLOOWDONRI S ¶VVHHLQJ x EHLQJNQRZOHGJHH[SODLQLQJ
S ¶VVHHLQJ x LVNQRZOHGJHH[SODLQLQJRQO\ JLYHQ CħWKDWLV JLYHQWKHVDWĥ
LVIDFWLRQRIHQDEOLQJFRQGLWLRQV ,¶OOWDNHWKDWDVXQGHUVWRRGWKURXJKRXW
%XW DV,¶YHEHHQVD\LQJ WKLVLVQRWHTXLYDOHQWWR S ¶VVHHLQJ x + C EHLQJ
NQRZOHGJHH[SODLQLQJ )RUWKLVODWWHUIRUPXODWLRQGLVWRUWVRXWRUGLQDU\
XQGHUVWDQGLQJRIWKHH[SODQDQVLQH[SODQDWLRQVRINQRZOHGJH
 7KH([SODQDWRU\&KDUDFWHUL]DWLRQDQG9LĦ
VXDO3HUFHSWLRQ
, KDYHRXWOLQHGKRZZHPLJKWFDVKRXWWKHLGHDWKDWYLVXDOSHUFHSWLRQLVD
PHDQVRINQRZLQJRQDQH[SODQDWRU\FRQFHSWLRQRIWKDW , KDYHDOVRGLVĥ

FXVVHGVRPHRIWKHVWUXFWXUHRIYLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOĥ
HGJH ZKLFKKRSHIXOO\JLYHVXVVRPHLGHDRIZKDWLWLVIRUYLVXDOSHUFHSWLRQ
WRKDYHDNQRZOHGJHH[SODLQLQJUROH DQGZKDWLVUHTXLUHGIRULWWRSHUIRUP
WKDWUROH :HDUHQRZLQDSRVLWLRQWRJLYHDQLQLWLDOVWDWHPHQWRIZKDWWKH
H[SODQDWRU\FKDUDFWHUL]DWLRQRIRXULGHDRIYLVXDOSHUFHSWLRQ¶VHSLVWHPLF
VLJQL¿FDQFHLV 2QWKHH[SODQDWRU\FKDUDFWHUL]DWLRQ WKHFRQWHQWRIWKDW
LGHDLV YLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJ WKDWLVYLVXDOSHUFHSWLRQLVFDSDEOH
RIVDWLVIDFWRULO\H[SODLQLQJNQRZOHGJHRIDUHVWULFWHGUDQJHRISURSRVLWLRQV
7KHVRUWVRI H[SODQDWLRQV , DPLQWHUHVWHGLQKHUHDUHH[SODQDWLRQVRI
KRZVRPH S NQRZVVRPH p RQVRPHRFFDVLRQ Ī0XFKPRUHZLOOEHVDLG
RQVXFKH[SODQDWLRQVLQWKHQH[W&KDSWHU VHHVHFWLRQĪīī 6QRZGRQ
WDONVRIVRPHVXFKH[SODQDWLRQVRINQRZOHGJHEHLQJµWRWDOO\XQSUREOHPĥ
DWLF¶DQG&DVVDPWDONVRIVRPHVXFKH[SODQDWLRQVEHLQJµVDWLVIDFWRU\¶ 7KH
H[SODQDWRU\FKDUDFWHUL]DWLRQLQYROYHVWKHLGHDWKDWYLVXDOSHUFHSWLRQFDQ
VDWLVIDFWRULO\ H[SODLQNQRZOHGJH %XWZKDWGRHVWKLVDPRXQWWR"
, ZLOOEHXQGHUVWDQGLQJWKLQJVLQWKLVZD\ LI φĥLQJLVDPHDQVRINQRZĥ
LQJ WKHQQRWRQO\FDQLWH[SODLQNQRZOHGJHĪKRZ S NQRZVī EXWLWFDQGR
VRLQDQ HSLVWHPLFDʃ\ VDWLVIDFWRU\ZD\ 7KLV , WDNHLW LVFRQVWLWXWLYHRI
WKHQRWLRQRIDPHDQVRINQRZLQJVLQFHWKDWQRWLRQVKRXOGEHWDNHQWR
EHVRPHWKLQJPRUHVSHFL¿FWKDQĪRUSHUKDSVMXVWGLɱHUHQWWRīµDZD\RI
DFTXLULQJLQIRUPDWLRQ¶RUµDZD\RIJHWWLQJEHOLHIV¶ RUVRPHRWKHUVXFKQRĥ
WLRQ ,WLVPRUHVSHFL¿FĪRUGLɱHUHQWīLQWKDWPHDQVRINQRZLQJSHUWDLQWR
NQRZOHGJH DQGKDYLQJNQRZOHGJHLVDVSHFLDOZD\RIKDYLQJLQIRUPDWLRQRU
EHOLHIħRUSHUKDSVMXVWDGLɱHUHQWVRUWRIVWDWHDOWRJHWKHU Ī+RZSUHFLVHO\
WKLVJHWVDUWLFXODWHGGHSHQGVRQRQH¶VWKHRU\RINQRZOHGJHī 7RVD\WKLV
LVWRLQFRUSRUDWHWKHIROORZLQJUHPDUNRI$XGL¶VLQWRRXUGLVFXVVLRQ
7RVSHFLI\DVRXUFHĬPHDQVĭRINQRZOHGJHĬNQRZLQJĭLVWRLQĥ
GLFDWHZKHUHLWFRPHVIURP EXWLWLVDOVRWRGRVRPHWKLQJ
PRUH«$V, DPXQGHUVWDQGLQJVRXUFHVRI NQRZOHGJH DQGDV
WKH\DUHJHQHUDOO\FRQFHLYHGLQSKLORVRSKLFDOOLWHUDWXUH WKH\
DUHQRWMXVWZKHUHNQRZOHGJHFRPHVIURP WKH\DOVRSURYLGH
WKHNQRZHUZLWKJURXQGVRINQRZOHGJH *URXQGVDUHZKDW
LWLVLQYLUWXHRIZKLFKĪURXJKO\ RQWKHEDVLVRIZKLFKīRQH
NQRZV«,I\RXNQRZWKDWP\NQRZOHGJHWKDWLWLVUDLQLQJLV
SHUFHSWXDO DVRSSRVHG VD\ WRWHVWLPRQLDO \RXNQRZQRWRQO\

WKDWLWFRPHVIURPP\SHUFHLYLQJVRPHWKLQJ EXWDOVRWKDW,
KDYHDSHUFHSWXDOJURXQG VD\DYLVXDORUDXGLWRU\H[SHULHQFH
IRUEHOLHYLQJWKHSURSRVLWLRQĪ S ī
6XSSRVHWKHQWKDW S ¶V φĥLQJH[SODLQVKRZ S NQRZVWKDW p LQDQHSLVWHPĥ
LFDOO\VDWLVIDFWRU\ZD\ :HFDQVD\WKDWSDUWRIZKDWWKLVUHTXLUHVLVWKDW
φĥLQJLVWKDW RUDQHOHPHQWRIWKDW LQYLUWXHRIZKLFK S NQRZV DVRSSRVHG
WRPHUHO\EHOLHYHV WKDW p Ī$QGZHFDQ LIZHZDQW SXWWKLVLQWKHVHWHUPV
S ¶V φĥLQJLVRUSURYLGHV S ZLWKJURXQGVIRUKHUNQRZOHGJHWKDW pī
$QDWWHPSWHGH[SODQDWLRQRINQRZOHGJHWKDW pZLOOIDLOWREHHSLVWHPĥ
LFDOO\VDWLVIDFWRU\LILWIDLOVWRVSHFLI\VRPHWKLQJħVRPHVWDWHRUSURFHVV
φĥLQJħZKLFKLVWKDW RUDQHOHPHQWRIWKDW LQYLUWXHRIZKLFK S JHQXLQHO\
NQRZV WKDW p )RUH[DPSOH VXSSRVH\RXDVNPHKRZ, NQRZWKDWWKH3ULPH
0LQLVWHUKDVUHVLJQHG DQG, DQVZHUE\VD\LQJ µ, MXVWKDYHDKXQFK¶ :H
W\SLFDOO\ZRXOGQ¶W¿QGVXFKDQDQVZHU HSLVWHPLFDʃ\ VDWLVIDFWRU\ )RUZH
GRQ¶WUHJDUGKDYLQJDKXQFKDERXWVXFKDPDWWHUDVDURXWHWREHFRPLQJ
JHQXLQHO\ NQRZOHGJHDEOHħHYHQLILWFDQEHDURXWHWRDFTXLULQJEHOLHIRU
LQIRUPDWLRQ Ī+XQFKHVFDQ¶WJURXQGVXFKNQRZOHGJHī 7KHQ RIFRXUVH
WKHUHDUHPRUHIDYRXUDEOHVRUWVRIDQVZHU VXFKDVµ, UHDGLWLQWKHQHZV¶RU
µ, KHDUGWKHUHVLJQDWLRQVSHHFK¶ ([SODQDWLRQVRIKRZ, NQRZWKDW3ULPH
0LQLVWHUKDVUHVLJQHGJLYHQLQVXFKWHUPVDUH LQFHUWDLQFRQGLWLRQV HSLVĥ
WHPLFDOO\VDWLVIDFWRU\ $QGSDUWRIZK\WKLVLVVRLVWKDWUHDGLQJVRPHWKLQJ
LQWKHQHZV DQGKHDULQJVRPHRQH¶VWHVWLPRQ\ FDQEHWKDW RUDQHOHPHQW
RIWKDW LQYLUWXHRIZKLFKRQHJDLQVNQRZOHGJH DVRSSRVHGWRPHUHEHĥ
OLHI DERXWDVXEMHFWPDWWHU Ī7KHUHLVPRUHRQHSLVWHPLFVDWLVIDFWRULQHVV
LQVHFWLRQĪīRIWKHQH[W&KDSWHUī
:KDWLW LV IRUH[SODQDWLRQVRINQRZOHGJHWREHHSLVWHPLFDOO\VDWLVIDFĥ
WRU\LVDVLJQL¿FDQWWKHRUHWLFDOTXHVWLRQ ZKLFK LQP\YLHZ UHTXLUHVXV
WRWKLQNDERXWWKHQDWXUHRIERWKPHDQVRINQRZLQJĪZKLFKDUHFLWHG
LQWKHVRUWVRIH[SODQDWLRQVRINQRZOHGJH, DPLQWHUHVWHGLQKHUHī DQG
NQRZLQJ ,Q3DUW,, RIWKLVWKHVLV, DPJRLQJWRHQTXLUHLQWRZKDWLWLVIRU
H[SODQDWLRQVRINQRZOHGJHLQWHUPVRIVSHFL¿FDOO\YLVXDOSHUFHSWLRQWREH
HSLVWHPLFDOO\VDWLVIDFWRU\ %XWWKHUHLVVWLOOPRUHEDFNJURXQGZRUNWRGR
)RUQRZ DFRXSOHPRUHUHPDUNVRQWKHH[SODQDWRU\FKDUDFWHUL]DWLRQ
)LUVW WKHUHDUHYDULRXVPHDQVRINQRZLQJ :HGRQ¶WWKLQNRIWKHPDV
DOORQWKHVDPHHSLVWHPLFIRRWLQJ VRWRVSHDN :HWHQGWRSUL]HSHUFHSĥ

WXDOPHDQVRINQRZLQJRYHURWKHUPHDQV Ī:HDUHIRQGRIWKHDVVXUDQFHV
RXURZQVHQVHVSURYLGHXV HVSHFLDOO\DVFRPSDUHGWRDVVXUDQFHVZHUHĥ
FHLYHLQHYHQWUXVWHGWHVWLPRQ\ī %HORZ, ZLOOKLJKOLJKWWKHIDFWWKDWZH
LQWXLWLYHO\WKLQNRIYLVXDOSHUFHSWLRQ LQDUDQJHRIFDVHV DVDQH[HPSODU\
PHDQVRINQRZLQJ DQGWKXVRIH[SODQDWLRQVRINQRZOHGJHLQWHUPVRIYLĥ
VXDOPHDQVDVFDSDEOHRIEHLQJH[HPSODU\ , HODERUDWHRQWKLVWKHQH[W
&KDSWHU VHHVHFWLRQĪīEHORZ
6HFRQG WKHLGHDWKDWVRPHPHDQVRINQRZLQJ m H[SODLQVKRZVRPH S
NQRZVVRPH p LV QRW HTXLYDOHQWWRWKHLGHDWKDW m H[SODLQVKRZ S DFTXLUHG
WKDWNQRZOHGJH 0HDQVRINQRZLQJDUHQRWDOZD\VPHDQVRI FRPLQJ WR
NQRZ $V&DVVDPQRWHVZHKDYHWRGLVWLQJXLVKEHWZHHQPHDQVRINQRZLQJ
DQGPHDQVRIFRPLQJWRNQRZ IRU
RQH¶VZD\ĬPHDQVĭRINQRZLQJWKDW P QHHGQ¶WEHRQH¶VZD\RI
FRPLQJWRNQRZWKDW P +RZGR, NQRZ, VSHQWODVW\HDULQ
.HQ\D" , UHPHPEHU ,VWKDWKRZ, FDPHWRNQRZWKDW, VSHQW
ODVW\HDULQ.HQ\D" 1R Ī S ī
7KHSRLQWKHUHLVWKDWWKHUHDUHFDVHVRIUHPHPEHULQJZKHUHZHUHPHPĥ
EHUVRPHWKLQJZH DOUHDG\ NQRZ %XWLQVRPHVXFKFDVHVPHPRU\FDQVWLOO
EHDPHDQVE\ZKLFKZHNQRZ ,Q&DVVDP¶VFDVHWKLVLVFRQ¿UPHGE\WKH
IDFWWKDWZHFDQVDWLVIDFWRULO\VSHFLI\PHPRU\DVWKHPHDQVE\ZKLFKZH
NQRZLQUHVSRQVHWRDµ+RZGR\RXNQRZWKDW«"¶ TXHVWLRQZKLFKVHHNV
VXFKPHDQVĪWKHUHLVPXFKPRUHRQVXFKTXHVWLRQVLQWKHVHFWLRQĪī
EHORZī ,QVXFKFDVHV WKRXJK PHPRU\LVQRWWKHPHDQVE\ZKLFKZH
FRPH WRNQRZ Ī:KLFKLVQRWWRVD\WKDWPHPRU\FDQQHYHUEHDPHDQVE\
ZKLFKZHFRPHWRNQRZ VHHKHUH &DVVDPĪFīSS Ħī
%XWKRZLVWKLVUHOHYDQWWRXVKHUH" :HDUH DIWHUDOO WU\LQJWRÀHVK
RXWWKHVHQVHLQZKLFKZHSUHĥWKHRUHWLFDOO\VXSSRVHWKDW YLVXDOSHUFHSWLRQ
LVDPHDQVRINQRZLQJ $QGYLVXDOSHUFHSWLRQLVVXUHO\DSDUDGLJPRID
PHDQVRI DFTXLULQJ NQRZOHGJH" 7KDWDVLWPD\EH RQFHZHDSSUHFLDWH
WKHHSLVWHPLFGLPHQVLRQWRH[SODQDWLRQLQWKHVHFRQWH[WV ZHFDQLQWXĥ
LWLYHO\UHFRJQL]HFDVHVZKHUHYLVXDOSHUFHSWLRQIXQFWLRQVDVDPHDQVE\
ZKLFKRQHNQRZVZLWKRXWIXQFWLRQLQJDVDPHDQVE\ZKLFKRQH DFTXLUHV
WKHNQRZOHGJHLQTXHVWLRQ 6XSSRVHIRULQVWDQFH, NQRZWKDWWKHSHDQXW
EXWWHULVLQWKHFXSERDUG &DOOWKLVFDVH 3HDQXW%XWWHU 1RZ VXSSRVH,
NQRZWKLVEHFDXVH\RXWROGPHZKHUHLWLV 6R, DFTXLUHG WKHNQRZOHGJH

, KDYHE\WHVWLPRQ\ 6XSSRVHWKHQWKDW, JRWRWKHFXSERDUGWRJHWWKH
SHDQXWEXWWHU DQG, FDQVHHWKHSHDQXWEXWWHU $W WKDW SRLQW, FDQ VHH
ZKHUHLWLV , WKHQNQRZ E\ YLVXDOPHDQV WKDWWKHSHDQXWEXWWHULVLQWKH
FXSERDUG Ī, DOVRNQRZPRUHVSHFL¿FSURSRVLWLRQVZKLFK, GLGQ¶WNQRZ
EHIRUH HJ ZKHUHLQWKHFXSERDUGLWLVī $ QDWXUDOZD\WRGHVFULEHWKHUHĥ
VXOWLQJVLWXDWLRQLVDVRQHLQZKLFK, NQRZWKDWWKHSHDQXWEXWWHULVLQWKH
FXSERDUGE\ PXOWLSOHPHDQV E\WHVWLPRQ\ DQGWKHQE\YLVXDOSHUFHSWLRQ
7KDWLV QRW WRVD\WKDW, FRPH WRNQRZWKLVSURSRVLWLRQE\PXOWLSOH
PHDQVħLWLVQRWREYLRXVWKDWZHFDQPDNHVHQVHRI WKDW LGHD , DFTXLUH
WKHNQRZOHGJHMXVWRQWKHEDVLVRI\RXUWHVWLPRQ\ 2XUDELOLW\WRPDNH
VHQVHRI 3HDQXW%XWWHU LQGLFDWHVWKDWZHWKLQNRIYLVXDOSHUFHSWLRQDVFDĥ
SDEOHRIEHLQJQRWRQO\DPHDQVRIDFTXLULQJNQRZOHGJH EXWDOVRPHUHO\
DPHDQVRINQRZLQJĪDSURSRVLWLRQRQH¶VNQRZOHGJHRIZKLFKZDVSUHYLĥ
RXVO\DFTXLUHGī 3DUWRIZK\YLVXDOSHUFHSWLRQFDQEHWKHPHDQVE\ZKLFK
, NQRZLQ 3HDQXW%XWWHU HYHQWKRXJKLWLVQRWWKHPHDQVE\ZKLFK, DFTXLUHG
WKHUHOHYDQWLWHPRINQRZOHGJH LVWKDWLWLVSDUWRIWKDWLQYLUWXHRIZKLFK
, NQRZĪUDWKHUWKDQPHUHO\EHOLHYHīWKDWWKHSHDQXWEXWWHULVLQWKHFXSĥ
ERDUG %XWWKDWGRHVQ¶WH[FOXGHWKHIDFWWKDWP\UHFHLYLQJ\RXUWHVWLPRQ\
LVDOVRDSDUWRIWKDWLQYLUWXHRIZKLFK, NQRZWKDWWKHSHDQXWEXWWHULV
LQWKHFXSERDUG
:LWKWKHVHUHPDUNVLQSODFHZHFDQVWDWHPRUHSUHFLVHO\ZKDWWKH
FRQWHQWRIWKHH[SODQDWRU\FKDUDFWHUL]DWLRQRIRXULGHDRIYLVXDOSHUFHSĥ
WLRQ¶VHSLVWHPLFVLJQL¿FDQFHLV YLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJ WKDWLV
LWLVFDSDEOHRIH[SODLQLQJNQRZOHGJHRIDUHVWULFWHGUDQJHRISURSRVLWLRQVīKRZVRPH
S NQRZVVRPH p LQWKDWUDQJHĬLQDQHSLVWHPLFDʃ\VDWLVIDFWRU\ZD\
 &RQFOXVLRQ
, EHJDQWKLVFKDSWHUE\QRWLQJWKDWZHSUHĥWKHRUHWLFDOO\FRQFHLYHRIYLĥ
VXDOSHUFHSWLRQDVHSLVWHPLFDOO\VLJQL¿FDQW 7KHTXHVWLRQKDVEHHQ KRZ
VKRXOGZH FKDUDFWHUL]H WKDWLGHD" , KDYHRɱHUHGDQH[SODQDWRU\FKDUDFWHULĥ
]DWLRQRIWKDWLGHD GUDZLQJRQ&DVVDP¶VZRUNRQPHDQVRINQRZLQJ DQG
VSHFL¿FDOO\ KLVZRUNRQKRZWRFRQFHLYHRIYLVXDOSHUFHSWLRQDVDPHDQV
RINQRZLQJ 2QWKHH[SODQDWRU\FKDUDFWHUL]DWLRQ RXUSUHĥWKHRUHWLFLGHD
KDVWKLVFRQWHQW YLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJ WKDWLV YLVXDOSHUFHSĦ
WLRQLVFDSDEOHRIH[SODLQLQJNQRZOHGJHRIDUHVWULFWHGUDQJHRISURSRVLWLRQVīKRZVRPH

S NQRZVVRPH p LQWKDWUDQJHĬLQDQHSLVWHPLFDʃ\VDWLVIDFWRU\ZD\ , WKLQNWKDW
WKLVLVDQDFFXUDWHFKDUDFWHUL]DWLRQRIRXU SUHĦWKHRUHWLF XQGHUVWDQGLQJRI
KRZYLVXDOSHUFHSWLRQLVHSLVWHPLFDOO\VLJQL¿FDQW %XWLQWKLV&KDSWHU,
KDYHQ¶WWULHGWRVXSSRUWWKDW , WXUQWRWKDWWDVNQRZ

&KDSWHU
9LVXDO3HUFHSWLRQDV
.QRZOHGJH([SODLQLQJīĬ
 ,QWURGXFWLRQ
,QWKHSUHYLRXV&KDSWHU, RXWOLQHGRQHZD\RIXQGHUVWDQGLQJWKHFRQWHQW
RIRXUSUHĥWKHRUHWLFLGHDWKDWYLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJ
7KHFRQWHQWRIWKDWLGHD RQWKHH[SODQDWRU\FKDUDFWHUL]DWLRQ, RɱHUHG
LVWKHIROORZLQJ YLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJ WKDWLV LWLVFDSDEOHRI
H[SODLQLQJNQRZOHGJHRIDUHVWULFWHGUDQJHRISURSRVLWLRQVīKRZVRPH S NQRZVVRPH
p LQWKDWUDQJHĬLQDQHSLVWHPLFDʃ\VDWLVIDFWRU\ZD\ %XWGRHVWKLVFKDUDFWHULĥ
]DWLRQFDSWXUHĪDQDVSHFWRIīKRZZH RUGLQDULO\ WKLQNDERXWWKHUHODWLRQ
EHWZHHQYLVXDOSHUFHSWLRQDQGNQRZOHGJH" 'RZHRUGLQDULO\WKLQNWKDW
YLVXDOSHUFHSWLRQKDVWKHVRUWRINQRZOHGJHĥH[SODLQLQJUROHGHVFULEHGLQ
WKHH[SODQDWRU\FKDUDFWHUL]DWLRQ" , WKLQNWKHH[SODQDWRU\FKDUDFWHUL]Dĥ
WLRQGRHVUHÀHFWKRZZHRUGLQDULO\WKLQNRIYLVXDOSHUFHSWLRQ¶VHSLVWHPLF
VLJQL¿FDQFH DQG, ZLOODUJXHIRUWKLVLQWKHFXUUHQW&KDSWHU
7KLVGLVFXVVLRQZLOOVHUYHWZRSXUSRVHV ¿UVWRIDOOLWZLOOKHOSXVWR
DSSUHFLDWHKRZWKHH[SODQDWRU\FKDUDFWHUL]DWLRQFDSWXUHVVRPHRIRXU
SUHĥWKHRUHWLFHSLVWHPLFFRPPLWPHQWV 7KLVLVLPSRUWDQWLIZHWKLQN DV
, GR WKDWVXEVWDQWLYHSKLORVRSKLFDOHQTXLULHVLQWRDSKHQRPHQRQVKRXOG
DWOHDVW EHJLQ E\OD\LQJEDUHDQGSURSHUO\DSSUHFLDWLQJKRZZHLQWXLWLYHO\
WKLQNRIWKDWSKHQRPHQRQ Ī3KLORVRSKLFDOHQTXLULHVZKLFKDUHQ¶WFRQĥ
VWUDLQHGLQWKLVZD\DUHDSWWRVHHPLUUHOHYDQWDQGIDUUHPRYHGIURPWKH
WKLQJVZHFDUHDERXWDQGYDOXHZKHQQRWGRLQJSKLORVRSK\ī 6HFRQG LW
ZLOOKHOSXVWRIXUWKHUFODULI\VRPHRIWKHOHVVFOHDUQRWLRQVZHHQFRXQĥ

WHUHGLQWKHSUHYLRXV&KDSWHU VSHFL¿FDOO\ WKHLGHDVRI³H[SODLQLQJKRZ´
LQDQ³HSLVWHPLFDOO\VDWLVIDFWRU\´ĪDQG³H[HPSODU\´īZD\
 4XHVWLRQVRI.QRZOHGJH
:HRIWHQWUHDWYLVXDOSHUFHSWLRQDVDPHDQVRINQRZLQJLQWKHVHQVHVSHFLĥ
¿HGDERYH WKDWLV DVVRPHWKLQJZKLFKSURYLGHVHSLVWHPLFDOO\VDWLVIDFWRU\
H[SODQDWLRQVRINQRZOHGJH 7UHDWLQJYLVXDOSHUFHSWLRQLQWKLVZD\GRHVQ¶W
UHTXLUH RQHWREHLQYROYHGLQUHVSRQGLQJWRDUHTXHVWIRUH[SODQDWLRQ 2XU
FRPPLWPHQWVUHJDUGLQJYLVXDOSHUFHSWLRQFDQEHPDQLIHVWLQDOOVRUWVRI
GLɱHUHQWZD\V LQDYDULHW\RIGLɱHUHQWVHWWLQJV %XWXQGRXEWHGO\DJRRG
SODFHWRORRNIRUHYLGHQFHWKDWZHWKLQNRIYLVXDOSHUFHSWLRQDVDPHDQV
RINQRZLQJLQWKHVHQVHVSHFL¿HGDERYH ZLOOEHFRQWH[WVLQZKLFKTXHVĥ
WLRQVDUHDVNHGDQGH[SODQDWLRQVRINQRZOHGJHDUHWKHUHE\VRXJKW ,¶OO
EHJLQZLWKVRPHUHPDUNVRQWKHVHFRQWH[WVDQGWKHVRUWVRITXHVWLRQV
,¶PLQWHUHVWHGLQ
7RDVNDTXHVWLRQLVWR GR VRPHWKLQJ ,WLV LQWKHWHUPLQRORJ\RI
$XVWLQĪDī RQHDPRQJPDQ\RIWKHGLɱHUHQWVRUWVRI LʃRFXWLRQDU\DFW
RQHPD\SHUIRUPE\XWWHULQJZRUGVRQDQRFFDVLRQĪWKHUHDUHPDQ\RWKHU
VRUWVRILOORFXWLRQDU\DFWZKLFKRQHPD\SHUIRUPLQXWWHULQJZRUGVRQD
SDUWLFXODURFFDVLRQ HJ RQHPD\ ZDUQ DVVHUW SURPLVH DQGVRRQī 3DUW
RIP\LQWHUHVWKHUH WKHQ LVLQWKRVHLOORFXWLRQDU\DFWV RU VSHHFKĦDFWV LQ
WKHWHUPLQRORJ\RI 6HDUOHĪī ZKLFKFRQVWLWXWHWKHDVNLQJRIDFHUWDLQ
VRUWRITXHVWLRQħTXHVWLRQDFWV 0RUHVSHFL¿FDOO\ , DPLQWHUHVWHGLQWKRVH
TXHVWLRQDFWVLQZKLFKDQ H[SODQDWLRQ RINQRZOHGJHLVVRXJKW (YHQPRUH
VSHFL¿FDOO\ , DPLQWHUHVWHGLQWKRVHTXHVWLRQDFWVLQZKLFKDQH[SODQDĥ
WLRQRINQRZOHGJH LQWHUPVRIWKHPHDQVE\ZKLFK S NQRZV LVVRXJKW
6XFKDFWVDUHDFWVLQZKLFKRQHXVHVDVHQWHQFHWRDVNDFHUWDLQ VRUW
RITXHVWLRQ ZKDW,¶OOFDOOD +RZħE\ZKDWPHDQVħGR\RXNQRZ" TXHVWLRQ IRU
VKRUWD+RZ«" TXHVWLRQ $+RZ«" TXHVWLRQ LQWKHFXUUHQWVHQVHRIµTXHVĥ
WLRQ¶ LVQRWDTXHVWLRQDFW RUDTXHVWLRQVHQWHQFHRUVHQWHQFHĥW\SH LWLV
VRPHWKLQJZKLFKFDQEH DVNHG ZLWKWKHXVHRIDVHQWHQFHĥW\SHLQDFRQWH[W
,WLV LQVRPHVHQVH DSRWHQWLDO FRQWHQW RITXHVWLRQDFWV
$ +RZ«" TXHVWLRQLV FRUUHFWO\ DQVZHUHGRQO\E\VSHFLI\LQJWKHPHDQV
E\ZKLFK S NQRZVWKDW p 7KLVLVQRWWRVD\WKDWWKHUHDUHQRRWKHUVRUWV
RIDQVZHUħRUUHVSRQVHħZKLFKDUHSURSHURUDSSURSULDWHUHODWLYHWRWKH

VRUWRITXHVWLRQD +RZ«" TXHVWLRQLV )RULQVWDQFH ZKHQDVNHGKRZ S
NQRZVWKDW p LWFDQEHDSSURSULDWHWRGHQ\WKDW S GRHVNQRZWKDW p
7KLVZRXOGQ¶WFRXQWDVD FRUUHFW DQVZHUWRWKHTXHVWLRQEHFDXVHLWDPRXQWV
WRGHQ\LQJWKDWWKHUH LV DFRUUHFWDQVZHUWRWKHTXHVWLRQħLWDPRXQWVWR
VD\LQJWKDWWKHTXHVWLRQGRHVQ¶WDSSO\ RUDUHMHFWLRQRIWKHTXHVWLRQ
4XHVWLRQ DFWV JHWWREHDFWVLQZKLFKDFHUWDLQVRUWRIH[SODQDWLRQRI
S ¶VNQRZOHGJHLVVRXJKWSDUWO\LQYLUWXHRILQYROYLQJĪWKHDVNLQJRIī+RZ«"
TXHVWLRQVħVLQFH DVQRWHG WKHVHDUHTXHVWLRQVZKLFKDUHDQVZHUHGFRUĥ
UHFWO\RQO\E\VSHFLI\LQJWKHPHDQVE\ZKLFK S NQRZV WKDWLV RQO\ZLWK
PHDQVH[SODQDWLRQV RINQRZOHGJH )RULQVWDQFH LQFHUWDLQFRQWH[WV , FDQ
VHHNDPHDQVH[SODQDWLRQRINQRZOHGJHE\DVNLQJD+RZ«" TXHVWLRQZLWK
DXVHRIWKHVHQWHQFHĥW\SH
Ī-ī +RZGRHV-DQHNQRZWKDW-RKQZLOOEHDWWKHSDUW\WRQLJKW"
,QRQHFRQWH[W, PLJKWXVHĪ-īWRDVNWKHVSHFL¿FKRZTXHVWLRQ +RZħE\
ZKDWPHDQVħGRHV-DQHNQRZWKDW-RKQZLʃEHDWWKHSDUW\WRQLJKW" $ FRUUHFW
UHSO\PLJKWEHWRSRLQWRXWWKDW-DQHVSRNHWR-RKQ DQGKHLQIRUPHG
KHUWKDWKHZRXOGEHDWWKHSDUW\ 2QHWKXVH[SODLQV-DQH¶VNQRZOHGJH
E\VSHFLI\LQJWKHPHDQVE\ZKLFKVKHFDPHWRLWħLQWKLVFDVH DVSHFL¿F
LQVWDQFHRIWHVWLPRQ\ Ī,QDQRWKHUFRQWH[WLWPLJKWEHDSSURSULDWHWR
VD\WKDW-DQHGRHVQ¶WNQRZ DQGKHQFHWRGHQ\ LQHɱHFW WKDWWKHUHLVD
TXHVWLRQWREHDQVZHUHGī
6RIDU, KDYHWDONHGDERXWDFHUWDLQVRUWRITXHVWLRQDFW DQDFWZKLFK
VHHNVDPHDQVH[SODQDWLRQRINQRZOHGJH , KDYHDOVRQRWHGWKDWVXFK
DFWVFRQVWLWXWLYHO\LQYROYHDFHUWDLQVRUWRI TXHVWLRQ ĪTXD FRQWHQWī D+RZ«"
TXHVWLRQ $QG, KDYHLQYRNHGDQLQVWDQFHRIWKHVHQWHQFHĥW\SH µKRZGRHV
S NQRZWKDW p"¶ %XWVRPHFDXWLRQLVUHTXLUHGKHUH LWLVQRWVXɷFLHQW
QRULVLWQHFHVVDU\ IRUSHUIRUPLQJWKHVRUWRIDFW, DPLQWHUHVWHGLQKHUH
DQGDVNLQJWKHVRUWRITXHVWLRQ, DPLQWHUHVWHGLQKHUH WKDWRQHXVHDVHQĥ
WHQFHRIWKDWW\SHĪHYHQLIZHDGG LQDQDFWZKLFKFRQVWLWXWHVWKHDVNLQJ
RIDTXHVWLRQī 7KHVLWXDWLRQLVUDWKHUPRUHFRPSOLFDWHG 7KHVHSRLQWV
DUHERWKLQVWDQFHVRIPRUHJHQHUDOSRLQWV $V)LHQJRVD\V µ,IZHGLVWLQĥ
JXLVKWRROVĬLQWHUSUHWHGVHQWHQFHĥW\SHVĭIURPWKHXVHVWRZKLFKWKH\DUH
SXWĬVSHHFKĥDFWVĭ ZHPXVWDFNQRZOHGJHWKDWJHQHUDOO\DWRROPD\EHXVHG
IRUGLɱHUHQWWDVNV«¶ DQGµJHQHUDOO\DWDVNPD\EHSHUIRUPHGXVLQJVWUXFĥ
WXUDOO\GLɱHUHQWWRROV¶Ī S ī

,QVHFWLRQVĪīDQGĪīEHORZZH¶OOVHHKRZLWLVQRWVXɷFLHQWIRU
DVNLQJD +RZ«" TXHVWLRQWKDWRQHXWWHU ZLWKWKHLOORFXWLRQDU\IRUFHRID
TXHVWLRQ DVHQWHQFHRIWKHIRUPµKRZGRHV S NQRZWKDW p"¶ VLQFHRQHFDQ
XVHDVHQWHQFHRIWKDWIRUPWRDVNLQVWHDGDGLɱHUHQWVRUWRITXHVWLRQ 7KH
SXUSRVHRIJHWWLQJFOHDUDERXWWKLVLVWREHFRPHFOHDUHUDERXWZKDWVRUWRI
TXHVWLRQD +RZ«" TXHVWLRQLV DQGWKHVRUWVRIH[SODQDWLRQVHHNLQJDFWV,
DPLQWHUHVWHGLQKHUH /DWHULQWKH&KDSWHUĪVHHVHFWLRQĪīī,¶OOUHWXUQ
WRWKHSRLQWWKDWWRDVND +RZ«" TXHVWLRQRQHQHHGQRWXVHDVHQWHQFH
RIWKHIRUPµKRZGRHV S NQRZWKDW p"¶ Ī7KHRYHUDOOSRLQWRIWKLVOHYHORI
GHWDLO ZKLFKPD\VHHPVRPHZKDWSHGDQWLF LVWRDYRLGPLVUHSUHVHQWLQJ
WKHRUGLQDU\WDON, ZLOOHYHQWXDOO\EHDSSHDOLQJWRī
 ([SODQDWRU\5HOHYDQFH
,QWKLVVHFWLRQDQGWKHQH[W, ZDQWWRVKRZWKDWRQHFDQXVHDVHQWHQFH
RIWKHIRUPµKRZGRHV S NQRZWKDW p"¶ WRDVNDTXHVWLRQZKLFKLVQRWD
+RZħE\ZKDWPHDQVħGR\RXNQRZ" TXHVWLRQ
7KHWHUPµKRZ¶FDQEHXVHGWRH[SUHVVGLɱHUHQWFRQWHQWVLQGLɱHUHQW
FRQWH[WV HYHQLQFRQWH[WVZKHUHDTXHVWLRQLVEHLQJDVNHG &RQVLGHU IRU
LQVWDQFH WKHIROORZLQJH[DPSOHVWDNHQIURP &URVVĪī S ĪQXPĥ
EHULQJDOWHUHGVOLJKWO\ī
Īī +RZĬLQZKDWPDQQHUĭGLG\RXEHKDYHDWWKHSDUW\"
Īī +RZĬE\ZKDWPHWKRGĭGR\RXSHUIRUPDQDSSHQGHFWRP\"
Īī +RZĬE\ZKDWPHDQVĭGLG\RXJHWWKDWPRQH\"
Īī +RZĬLQZKDWUHVSHFWĭGRWKHVHGLɱHU"
Īī +RZĬE\ZKDWSURFHVVĭGR'1$ PROHFXOHVGXSOLFDWH"
Īī +RZĬE\ZKDWPHFKDQLVPĭGR'1$ PROHFXOHVGXSOLFDWH"
Ī, KDYHDGGHGĪīZKLFK, WDNHWREHDYDULDQWRIĪī DQGIRUIXUWKHUGLVFXVĥ
VLRQRIGLɱHUHQWW\SHVRIKRZĥTXHVWLRQ VHH -DZRUVNLĪīī 7KLVGDWD
ZRXOGEHLUUHOHYDQWWRP\JRDOLQWKLVVHFWLRQLIZHIRXQGWKDWDOOXVHV
RIµKRZ¶ZKHQHPEHGGHGLQWKHVHQWHQFHĥW\SHµKRZGRHV S NQRZWKDW p"¶
H[SUHVVHGWKH VDPH FRQWHQW RULIVXFKXVHVRIµKRZ¶ PXVW KDYHWKHVDPH

FRQWHQW %XWWKDWGRHVQ¶WVHHPWREHWKHFDVH 7KHUHVHHPWREHFDVHV
ZKHUHDXVHRIµKRZ¶ HPEHGGHGLQDXVHRIDVHQWHQFHRIWKHIRUPµKRZ
GRHV S NQRZWKDW p"¶ KDVD E\ĦZKDWĦPHDQV FRQWHQW %XWWKHUHGRVHHPWR
EHFDVHVZKHUHDXVHRIµKRZ¶HPEHGGHGLQDVHQWHQFHRIWKHIRUPµKRZ
GRHV S NQRZWKDW p"¶ H[SUHVVHVD E\ĦZKDWĦPHFKDQLVP FRQWHQW Ī7KHUHPD\
EHIXUWKHUYDULDWLRQLQZKDWLVH[SUHVVHGE\XVHVRIµKRZ¶ZKHQHPEHGGHG
LQVHQWHQFHVRIWKHIRUPµKRZGRHV S NQRZWKDW p"¶ EXW,¶OOIRFXVRQMXVW
WKLVVRUWRIYDULDWLRQī
&RQVLGHUWKHIROORZLQJVRUWRIFDVH FDOOLW %UDLQ/HFWXUH ,PDJLQHDOHFĥ
WXUHRQWKHEUDLQPHFKDQLVPVXQGHUO\LQJUHFRJQLWLRQDOFDSDFLWLHV 1RZ
VXSSRVHWKDWWKHUHLVDTXL]RQD³QRUPDO´KXPDQVXEMHFW -RH )RUWKH
TXL] WKHOHFWXUHUVKRZVDYLGHRRI-RHSHUIRUPLQJZHOOLQUHFRJQLWLRQ
WDVNV IRULQVWDQFH KHFDQUHFRJQL]HDQLPDJHRIDIDFHDVDQLPDJHRID
PDOH IDFH DQLPDJHRIDFXEHDVVXFK DQGVRRQ 6XSSRVHQRZWKDWDVSDUW
RIWKHTXL]WKHOHFWXUHUSDXVHVWKHYLGHRDQGDVNVDVHULHVRITXHVWLRQV
RQHRIZKLFKLVWKHIROORZLQJTXHVWLRQ
Ī.ī +RZGRHV-RHNQRZWKDWWKDWLVDPDOHIDFH"
,QDVNLQJWKLVTXHVWLRQ WKHOHFWXUHULVDVNLQJKRZ-RHNQRZVWKDW WKDW
LPDJHħWKHSUHVHQWHGLPDJHħLVDQ LPDJH RIDPDOHIDFH
,QWKLVFRQWH[W LQWXLWLYHO\ D FRUUHFW DQVZHUUHTXLUHVDVSHFL¿FDWLRQ
RIDWOHDVWWKHFHQWUDOHOHPHQWVLQYROYHGLQWKHQHXUDOPHFKDQLVPVXQĥ
GHUO\LQJ-RH¶VYLVXDOUHFRJQLWLRQRIWKHSUHVHQWHGIDFH 7KHOHFWXUH DQG
WKHTXL] FRQFHUQVSUHFLVHO\VXFKPHFKDQLVPV ,QWKLVFRQWH[W LWVHHPV
WKHZD\WRLQWHUSUHWWKHVHQWHQFHXWWHUHGE\WKHOHFWXUHUĪVRDVWREHLQ
DFFRUGZLWKKHULQWHQWLRQVīLVRQHRQZKLFKµKRZ¶FRQFHUQVWKH PHFKDĦ
QLVPV XQGHUO\LQJ-RH¶VNQRZOHGJH QRWWKH PHDQV E\ZKLFK-RHNQRZV Ī:H
PLJKWWKLQNRIWKLV LQOLJKWRIWKHGLVFXVVLRQLQWKHSUHYLRXV&KDSWHU
DVDPDWWHURIXQFRYHULQJZKDWVRPHRIWKHHQDEOLQJFRQGLWLRQVDUHIRU
NQRZLQJE\IDFLDOUHFRJQLWLRQDOPHDQVī ,QDQRWKHUFRQWH[W DVHQWHQFH
RIWKHW\SHĪ.ī PLJKWZHOOH[SUHVVDTXHVWLRQZKLFKFRQFHUQVWKH PHDQV
E\ZKLFK-RHNQRZV ,QVXFKDFRQWH[WWKHUHSO\PLJKWMXVWEH KHUHFĥ
RJQL]HVWKHIDFHDVVXFK 2U KHFDQVHHWKHIDFHĪLPDJHī DQGKHNQRZVD
PDOHIDFHZKHQKHVHHVRQH %XWLQWXLWLYHO\LQWKHFRQWH[WRI %UDLQ/HFWXUH
DQ\VXFKUHVSRQVHZRXOGUHÀHFWDPLVXQGHUVWDQGLQJRIWKHTXHVWLRQ

,WVHHPV WKHQ WKDWQRWDOOTXHVWLRQDVNLQJXVHVRIVHQWHQFHVRIWKH
IRUPµKRZGRHV S NQRZWKDW p"¶ DUHXVHVLQZKLFKD +RZ«" TXHVWLRQLV
DVNHG ,Q %UDLQ/HFWXUH ZHKDYHDXVHRIDVHQWHQFHRIWKDWIRUPLQZKLFK
DGLɱHUHQWVRUWRITXHVWLRQħD +RZħE\ZKDWPHFKDQLVPħGR\RXNQRZ" TXHVĥ
WLRQħLVDVNHG Ī$ +RZ«" TXHVWLRQ LWZLOOEHUHPHPEHUHG LVD +RZħE\
ZKDWPHDQVħGR\RXNQRZ" TXHVWLRQī
:HPLJKWDFFRXQWIRUWKLVZLWKWKHLGHDWKDWFHUWDLQµKRZ¶LQYROYLQJLQĥ
WHUURJDWLYHVHQWHQFHĥW\SHV VSHFL¿FDOO\ WKRVHZKLFKDUHDSWWREHXVHGLQ
WKHVHHNLQJRIH[SODQDWLRQV DUHFRQWH[WĥVHQVLWLYHLQDFHUWDLQVRUWRIZD\
:HPLJKWVD\ WKHTXHVWLRQDVNHGE\VXFKVHQWHQFHĥW\SHVGHSHQGVXSRQ
FHUWDLQFRQWH[WXDOO\YDULDEOHIDFWRUV ,QWKHVRUWRIFDVHZHDUHLQWHUHVWHG
LQ WKHTXHVWLRQDVNHGZLWKDVHQWHQFHRIWKHW\SHµKRZGRHV S NQRZWKDW
p"¶ ZLOOGHSHQGXSRQFRQWH[WXDOO\YDULDEOHIDFWRUVĪEH\RQGWKRVHUHTXLUHG
IRUUHVROYLQJDQ\FRQWH[WĥVHQVLWLYLW\LQWURGXFHGE\WKHWHUPIRU S DQGWKH
FODXVHIRU p DQGWKHYHUEµNQRZ¶LIWKDWLVFRQWH[WĥVHQVLWLYHī %XWZKDW
DUHWKHUHOHYDQWFRQWH[WXDOO\YDULDEOHIDFWRUV" 3ODXVLEO\ ZKDWHYHUGHWHUĥ
PLQHVZKDWLV H[SODQDWRULO\UHOHYDQW , DPGUDZLQJKHUHRQWKHGLVFXVVLRQRI
DUDQJHRIµZK\¶LQYROYLQJLQWHUURJDWLYHVHQWHQFHĥW\SHVLQ )UDDVVHQĪī
ĪZKDWKHFDOOVµZK\ĥTXHVWLRQV¶ī VR,¶OOHODERUDWHWKHSRLQWZLWKUHIHUHQFH
WRDFDVHRIYDQ)UDDVVHQ¶V IURPS 
Ī:ī :K\GLGVRĥDQGĥVRJHWXSDWVHYHQR¶FORFNWKLVPRUQLQJ"
:LWKDQXWWHUDQFHRIĪ:īRQHFDQVHHNDQH[SODQDWLRQRIZKDWYDQ
)UDDVVHQFDOOVWKH WRSLF RIWKHTXHVWLRQ ,QWKLVFDVHWKHWRSLFLVWKH
SURSRVLWLRQWKDW VRĦDQGĦVRJRWXSDVHYHQR·FORFNWKLVPRUQLQJ ,QGLɱHUHQW
FRQWH[WVĪ:īFDQEHXVHGWRDVNVXEWO\GLɱHUHQWTXHVWLRQV DQGWRVHHN
VXEWO\GLɱHUHQW VRUWV RIH[SODQDWLRQ VLQFHLQGLɱHUHQWFRQWH[WVZKDWLV
H[SODQDWRULO\UHOHYDQWZLOOYDU\ YDQ)UDDVVHQVD\V
)RUH[DPSOH VXSSRVH\RXDVNZK\, JRWXSDWVHYHQR¶FORFN
WKLVPRUQLQJ DQG, VD\µEHFDXVH, ZDVZRNHQXSE\WKHFODWWHU
WKHPLONPDQPDGH¶ ,QWKDWFDVH, KDYHLQWHUSUHWHG\RXUTXHVĥ
WLRQDVDVNLQJIRUDVRUWRIUHDVRQĬH[SODQDWLRQĭWKDWDWOHDVW
LQFOXGHVHYHQWVĥOHDGLQJĥXSĥWRP\JHWWLQJRXWRIEHG DQGP\
ZRUGµEHFDXVH¶LQGLFDWHVWKDWWKHPLONPDQ¶VFODWWHUZDVWKDW
VRUWRIUHDVRQ WKDWLV RQHRIWKHHYHQWVLQZKDW6DOPRQZRXOG

FDOOWKHFDXVDOSURFHVV &RQWUDVWWKLVZLWKWKHFDVHLQZKLFK
, FRQVWUXH\RXUUHTXHVWDVEHLQJVSHFL¿FDOO\IRUDPRWLYH ,Q
WKDWFDVH, ZRXOGKDYHDQVZHUHGµ1RUHDVRQ UHDOO\ , FRXOG
HDVLO\KDYHVWD\HGLQEHG IRU, GRQ¶WSDUWLFXODUO\ZDQWWRGR
DQ\WKLQJWRGD\ %XWWKHPLONPDQ¶VFODWWHUKDGZRNHQPHXS
DQG, MXVWJRWXSIURPIRUFHRIKDELW, VXSSRVH¶ ,QWKLVFDVH ,
GRQRWVD\µEHFDXVH¶IRUWKHPLONPDQ¶VFODWWHUGRHVQRWEHORQJ
WRWKHUHOHYDQWUDQJHRIHYHQWV DV, XQGHUVWDQG\RXUTXHVWLRQ
ĪSS Ħī
6R DQXWWHUDQFHRIĪ:īPLJKW LQRQHFRQWH[W EHXQGHUVWRRGDVUHĥ
TXLULQJDQH[SODQDWLRQLQWHUPVRIWKHLPPHGLDWHFDXVHVRIVRĥDQGĥVRJHWĥ
WLQJXSDWVHYHQ %XWWKHQLQDQRWKHUFRQWH[WLWPLJKWEHXQGHUVWRRGDV
UHTXLULQJDQH[SODQDWLRQZKLFKUHIHUV QRWWRWKDW EXWWRWKHUHDVRQVIRU
ZKLFKVRĥDQGĥVRGHFLGHGWRJHWXSDWWKDWWLPHĪHJ WKHLUPRWLYHV WKH
FRQVLGHUDWLRQVLQWKHOLJKWRIZKLFKWKH\GHFLGHGWRJHWXSDWWKDWWLPH
DQGGLGJHWXSDWWKDWWLPHī :KLFKVRUWRIH[SODQDWLRQLVUHOHYDQW DQG
KHQFHZKLFKTXHVWLRQJHWVDVNHGZLWKDXVHRIĪ:ī LVDPDWWHURI HJ
WKHQHHGVDQGJRDOVRIWKHTXHVWLRQHU ,QGLɱHUHQWFRQWH[WVWKHUHPD\EH
GLɱHUHQWTXHVWLRQHUV RUWKHVDPHTXHVWLRQHUZLWKGLɱHUHQWQHHGVDQG
JRDOVĪHWFī DQGZKDWLVH[SODQDWRULO\UHOHYDQWFDQYDU\DFFRUGLQJWRVXFK
GLɱHUHQFHV
7KLVLVKRZ, XQGHUVWDQGYDQ)UDDVVHQ¶VSLFWXUH WKHUHFDQEHGLɱHUĥ
HQWOHYHOVRIH[SODQDWLRQ RUVRUWVRIH[SODQDWLRQ RUZD\VRIH[SODLQLQJ
DVLQJOHSKHQRPHQRQ :HJLYHH[SUHVVLRQWRWKHVRUWRIH[SODQDWLRQZH
ZDQWE\DVNLQJDGHWHUPLQDWH TXHVWLRQ WKDWLV E\ĪLQVRPHVHQVHīH[SUHVVĥ
LQJ LQDFRQWH[W DFRQWHQWZKLFKLWVHOILQYROYHVDVSHFL¿FDWLRQĪLQVRPH
VHQVHīRIWKHVRUWRIH[SODQDWLRQZHDUHLQWHUHVWHGLQ %XWZKLFKTXHVWLRQ
LVDVNHGLVQRWGHWHUPLQHGE\WKHVHQWHQFHĥW\SHDORQH Ī:īDORQHGRHVQ¶W
GHWHUPLQHWKDWDXVHRILWĪHYHQDXVHRILWZKLFKKDVWKHIRUFHRIDTXHVĥ
WLRQīZLOOH[SUHVVDTXHVWLRQZLWK HYHQWVĦOHDGLQJĦXSĦWR FRQWHQW UDWKHUWKDQ
DTXHVWLRQZLWK PRWLYH FRQWHQW :KLFKGHWHUPLQDWHTXHVWLRQLVDVNHGE\
DXVHRIĪ:īLVLQSDUWDPDWWHURIZKDWLVH[SODQDWRULO\UHOHYDQWLQWKH
FRQWH[WLQZKLFKĪ:īLVXVHG $QGWKLVLVFRQWH[WĥVHQVLWLYH VLQFHLWLVD
PDWWHURIĪDWOHDVWīZKDWWKHTXHVWLRQHU¶VJRDOVDQGLQWHQWLRQVDUH
7KHDSSOLFDWLRQRIWKLVSLFWXUHWRĪLQVWDQFHVRIīWKHVHQWHQFHĥW\SH

µKRZGRHV S NQRZWKDW p"¶ LVUHODWLYHO\VWUDLJKWIRUZDUG :LWKUHIHUHQFH
WRRXUH[DPSOH WKHSRLQWLVWKLV Ī.īħWKHVHQWHQFHĥW\SHµ+RZGRHV-RH
NQRZWKDWWKDWLVDPDOHIDFH"¶ħDORQHGRHVQ¶WGHWHUPLQHWKDWDXVHRILW
ZLOOH[SUHVVDTXHVWLRQZLWK PHFKDQLVP FRQWHQW DVRSSRVHGWR VD\ PHDQV
FRQWHQW :KLFKGHWHUPLQDWHTXHVWLRQLVDVNHGZLWKDXVHRIĪ.ī LVLQSDUW
DPDWWHURIZKDWLVH[SODQDWRULO\UHOHYDQWLQWKHFRQWH[WLQZKLFKĪ.ī LV
XVHG $QGWKLVLVFRQWH[WĥVHQVLWLYH VLQFHLWLVDPDWWHURIĪDWOHDVWīZKDW
WKHTXHVWLRQHU¶VJRDOVDQGLQWHQWLRQVDUH ,Q %UDLQ/HFWXUH WKHOHFWXUHULV
LQWHUHVWHGLQWKHQHXUDOPHFKDQLVPVXQGHUO\LQJKXPDQUHFRJQLWLRQDOFDĥ
SDFLWLHV 7KLVLVSDUWRIZKDWJRHVLQWRGHWHUPLQLQJWKDWZLWKKHUXVHRI
Ī.ī VKHDVNVDTXHVWLRQZLWK PHFKDQLVP FRQWHQW QRW PHDQV FRQWHQW ,QGLIĥ
IHUHQWFRQWH[WVZKDWLVH[SODQDWRULO\UHOHYDQWPD\ZHOOEHPHDQVVRUWVRI
H[SODQDWLRQV ,QWKRVHFRQWH[WVDXVHRIWKHVDPHVHQWHQFHĥW\SHĪ.ī PD\
FRQVWLWXWHWKHDVNLQJRIDGLɱHUHQWVRUWRITXHVWLRQDOWRJHWKHU
3DUWRIWKHSRLQWRIWKLVGLVFXVVLRQLVWRLOOXVWUDWHKRZQRWDQ\ROGXVH
RIDVHQWHQFHRIWKHIRUPµKRZGRHV S NQRZWKDW p"¶ LVUHOHYDQWWRRXU
GLVFXVVLRQKHUH :HDUHLQWHUHVWHGLQMXVWWKRVHXVHVRQZKLFKD +RZħE\
ZKDWPHDQVħGR\RXNQRZ" TXHVWLRQLVDVNHG , QRZZDQWWRVD\DELWPRUH
DERXWKRZ, DPXQGHUVWDQGLQJVXFKTXHVWLRQV 6SHFL¿FDOO\ , ZDQWWRVD\
DELWPRUHDERXWWKHLUHSLVWHPLFGLPHQVLRQ
 ([SODQDWRU\)RFXV
:HQHHGWRDSSUHFLDWHKRZDTXHVWLRQDFWLQZKLFKDPHDQVH[SODQDWLRQ
RINQRZOHGJHLVVRXJKWLVDTXHVWLRQDFWLQZKLFKDQ HSLVWHPLF H[SODQDWLRQ
LVVRXJKW :HFDQZRUNRXWKRZWKLVLVVRE\UHIHUHQFHWRDQRWKHUPRUH
JHQHUDOIHDWXUHRIH[SODQDWLRQVHHNLQJDFWV
:KHQRQHVHHNVDQH[SODQDWLRQRQH¶VH[SODQDWRU\DWWHQWLRQZLOOEH
RQDSDUWLFXODUDVSHFWRIWKHWRSLFħLQYDQ)UDDVVHQ¶VWHFKQLFDOVHQVHRI
µWRSLF¶ħUHTXLULQJH[SODQDWLRQ $QGVRDVDWLVIDFWRU\H[SODQDWLRQRIVRPH
WRSLF p ZLOOIRFXVĪLQVRPHVHQVHīRQWKHVSHFL¿FDVSHFWRI p VHOHFWHG
IRUH[SODQDWRU\VFUXWLQ\LQWKHUHOHYDQWH[SODQDWLRQVHHNLQJTXHVWLRQDFW
&DOOWKLVWKH SKHQRPHQRQRIH[SODQDWRU\IRFXV $ OLWWOHPRUHSUHFLVHO\ OHW¶VVD\
WKDWDQH[SODQDWLRQVHHNLQJTXHVWLRQDFW φ LQYROYHVVRPHWRSLF p ZKLFK
LVVXFKWKDWVRPHDVSHFW A RI p LVVLQJOHGRXWIRUH[SODQDWRU\IRFXV :H
FDQVD\ WKHQ WKDWDQDQVZHURUUHVSRQVH r WR φ LVVDWLVIDFWRU\RQO\LI r

SURYLGHVDQ AĥIRFXVHGH[SODQDWLRQRI p
, ZDQWWRPDNHFOHDUZKDW, PHDQE\H[SODQDWRU\IRFXV DQGKRZLWLV
UHOHYDQWWRXVKHUH E\ORRNLQJDWZKDWYDQ)UDDVHQKDVWRVD\DERXWZKDW
KHFDOOVWKHSKHQRPHQRQRIH[SODQDWRU\FRQWUDVW YDQ)UDDVVHQWKLQNV
WKDWDUDQJHRIµZK\¶LQYROYLQJLQWHUURJDWLYHVHQWHQFHĥW\SHVH[SUHVVTXHVĥ
WLRQVLQDFRQWH[WRQO\UHODWLYHWRVRPHFRQWH[WXDOO\GHWHUPLQHGFRQWUDVWĥ
FODVV &RQVLGHU WKHQ YDQ)UDDVVHQ¶VH[DPSOHĪS ī
Ī:ī :K\LVWKLVFRQGXFWRUZDUSHG"
2IĪ:īYDQ)UDDVVHQVD\V
)RUWKLVSDUWLFXODULQWHUURJDWLYH WKHFRQWUDVWFRXOGEHWKDWLW
LV WKLV FRQGXFWRUUDWKHUWKDQ WKDW RQH RUWKDWWKLVFRQGXFWRU
KDVZDUSHGUDWKHUWKDQUHWDLQHGLWVVKDSH ,IWKHTXHVWLRQLV
µ:K\GRHVWKLVPDWHULDOEXUQ\HOORZ¶WKHFRQWUDVWĥFODVVFRXOG
EHWKHVHWRISURSRVLWLRQV WKLVPDWHULDOEXUQHGĪZLWKDÀDPH
RIīFRORXU x ĪS ī
,QYDQ)UDDVVHQ¶VYLHZWKHVRUWVRITXHVWLRQVĪTXD FRQWHQWVīZHDUHLQĥ
WHUHVWHGLQKHUHLQYROYH LQVRPHVHQVH QRWMXVWDVSHFL¿FDWLRQRIDVRUW
ĪRUOHYHOīRIH[SODQDWLRQ EXWDOVRDFRQWUDVWĥFODVV %XWWKLVLVQ¶WGHWHUĥ
PLQHGE\WKHVHQWHQFHĥW\SHDORQH LQRQHFRQWH[WZKHUH S XWWHUVĪ:ī
WKHTXHVWLRQVKHDVNVPLJKWEHVXFKWKDWVKHVHHNVDQH[SODQDWLRQRIWKH
IDFWWKDWWKLVFRQGXFWRUGLGħUDWKHUWKDQGLGQ·WħZDUS ,QDQRWKHUFRQWH[W
LWPLJKWEHWKDW S VHHNVDQH[SODQDWLRQRIWKHIDFWWKDWWKLVħUDWKHUWKDQ
WKDWħFRQGXFWRUZDUSHG ,QHDFKFRQWH[W S DVNVDGLɱHUHQWTXHVWLRQZLWK
DXVHRIĪ:ī Ī,QRUGLQDU\VSHHFKZHFDQVLQJOHRXWZKLFKFRQWUDVWFODVV
ZHDUHLQWHUHVWHGLQE\VWUHVVLQJWKHUHOHYDQWH[SUHVVLRQī 7KHTXHVWLRQV
DUHGLVWLQJXLVKHGLQWHUPVRIWKHIDFWWKDWWKH\LQYROYHGLɱHUHQWFRQWUDVWĥ
FODVVHV 7KXV ZKDWLVH[SUHVVHGE\Ī:īDQGWKHOLNH LVFRQWH[WĥVHQVLWLYH
LQWKLVIXUWKHUUHVSHFW RQYDQ)UDDVVHQ¶VYLHZ ZKLFKFRQWUDVWĥFODVVLVRSĥ
HUDWLYHLQDFRQWH[WLVLQSDUWDPDWWHURIWKHTXHVWLRQHU¶VLQWHUHVWV $QG
WKLVLVVRPHWKLQJWKDWFDQFKDQJHIURPFRQWH[WWRFRQWH[W
&RPSDUHQRZ WKHVLWXDWLRQZLWKVRPHKRZTXHVWLRQV IRULQVWDQFH
Ī-ī +RZGLG-DPHVVHOOWKDWFDU"

,QRQHFRQWH[WLQXWWHULQJĪ-īRQH¶VDWWHQWLRQPLJKWEHRQKRZ-DPHV
VROG WKDWFDU DVRSSRVHGWRVRPHRWKHUFDURQVDOHħZKRZRXOGEX\VXFK
DQ DZIXOFDU" %XWLQDQRWKHUFRQWH[WRQH¶VDWWHQWLRQPLJKWEHRQKRZ
-DPHV DVRSSRVHGWRDQRWKHUVDOHVSHUVRQ VROGWKDWFDUħZKRZRXOGEX\
DQ\WKLQJIURPVXFKDQDZIXO VDOHVPDQ" ,QWKH¿UVWFRQWH[WRQH¶VTXHVWLRQ
DFWLVVXFKWKDWWKHDVSHFWRILWVWRSLFVLQJOHGRXWIRUH[SODQDWRU\VFUXWLQ\
FRQFHUQVWKH FDUVROG LQWKHRWKHUFRQWH[WWKHDVSHFWVLQJOHGRXWFRQFHUQV
WKH VHʃHU RIWKHFDU ,QWKHVHGLɱHUHQWFRQWH[WVWKHTXHVWLRQDFWVLPSRVH
GLɱHUHQWH[SODQDWRU\GHPDQGV $ VDWLVIDFWRU\H[SODQDWLRQLQWKH¿UVW
FRQWH[WKDVWREHIRFXVHGRQWKHIDFWWKDW WKHFDUZDVVROG EXWLQWKHVHFRQG
FRQWH[WDVDWLVIDFWRU\DQVZHUKDVWREHIRFXVHGRQWKHIDFWWKDW -DPHV VROG
WKHFDU
,W  VHHPVSODXVLEOH  WR VXSSRVH LQ  WKH VSLULW RI YDQ)UDDVVHQ WKDW
VHQWHQFHĥW\SHVOLNHĪ-īFDQEHXVHGWRDVNGLɱHUHQWTXHVWLRQVLQGLIĥ
IHUHQWFRQWH[WVDFFRUGLQJWRZKHUHRQHLV IRFXVLQJRQH¶VH[SODQDWRU\
DWWHQWLRQ  ĪDFFRUGLQJ  WR ZKLFK DVSHFW RI  WKH  WRSLF  LV  VLQJOHG RXW  IRU
H[SODQDWRU\VFUXWLQ\ī 7KHZD\, ZDQWWRIUDPHWKLVLVDVIROORZV WKH
FRQWHQWVRIH[SODQDWLRQVHHNLQJTXHVWLRQDFWVĪWKDWLV WKH TXHVWLRQV DVNHG
LQVXFKDFWVīDUHWKHPVHOYHV IRFXVHG 7KHTXHVWLRQ KRZGLG -DPHV VHOO
WKDWFDU LVGLɱHUHQWWRWKHTXHVWLRQ KRZGLG-DPHVVHOO WKDWFDU :H
FDQLQWXLWLYHO\UHFRJQL]HWKHGLɱHUHQFHKHUH DQG, MXVWZDQWWRSXWWKLV
LQWHUPVRIWKHUHEHLQJGLɱHUHQWO\IRFXVHGTXHVWLRQVĪFRQWHQWVī 7KH
¿UVWTXHVWLRQLV-DPHVĥIRFXVHGWKHVHFRQGTXHVWLRQLVFDUĥIRFXVHG 7KH
GLɱHUHQWIRFXVHVUHÀHFWZKLFKDVSHFWVRIWKHWRSLFĪ-DPHVVROGWKDWFDUī
DUHWREHVLQJOHGRXWIRUH[SODQDWLRQ :KLFKTXHVWLRQRQHDVNVE\DXVH
RIĪ-īLVVHQVLWLYHWRZKHUHRQHLVIRFXVLQJRQH¶VH[SODQDWRU\DWWHQWLRQ
,QDFRQWH[WZKHUHRQHLVLQWHUHVWHGLQ-DPHVDVDVDOHVPDQ ZLWKDXVHRI
Ī-īRQHZLOOOLNHO\DVNWKH-DPHVĥIRFXVHGTXHVWLRQ LQDFRQWH[WZKHUH
RQHLVLQWHUHVWHGLQWKH FDU EHLQJVROG RQHZLOOOLNHO\DVNWKHFDUĥIRFXVHG
TXHVWLRQ 2QH¶VTXHVWLRQ DFWV SRVHGLɱHUHQWH[SODQDWRU\GHPDQGVSDUWO\
LQYLUWXHRILQYROYLQJGLɱHUHQWO\IRFXVHGFRQWHQWV
7RSXWWKLQJVLQWHUPVRIWKHLGHDWKDWTXHVWLRQVĪTXD FRQWHQWVīFDQ
EHGLVWLQJXLVKHGLQWHUPVRIKDYLQJGLɱHUHQW IRFXVHV LVUHDOO\MXVWDZD\
RIKLJKOLJKWLQJDQGIUDPLQJVRPHWKLQJWKDWLVQRGRXEWVXVFHSWLEOHWR
GHHSHUH[SODQDWLRQ 2QHPLJKWDVNWKHIXUWKHUTXHVWLRQ ZKDWLVLWIRU
DTXHVWLRQWRKDYHRQHIRFXVUDWKHUWKDQDQRWKHU" Ī-XVWOLNHRQHPLJKW

DVN ZKDWLVLWIRUDQHOHPHQWLQDSKRWRJUDSKWREHLQIRFXV"ī $QGKHUH
RQHPLJKWDSSHDOWRFRQWUDVWĥFODVVHV RUVRPHRWKHUWHFKQLFDOPDFKLQHU\
LQRQH¶VIRUPDOPRGHO , KDYHQRQHHGKHUHIRUWKLVGHHSHUOHYHORIH[ĥ
SODQDWLRQ VRZLOOFRQWLQXHMXVWWRSXWWKLQJVLQWHUPVRITXHVWLRQVEHLQJ
IRFXVHG DQGRQH¶VH[SODQDWRULO\DWWHQWLRQEHLQJIRFXVHGRQDSDUWLFXODU
DVSHFWRIWKHWRSLFLQTXHVWLRQ
,VWKHSKHQRPHQRQRIH[SODQDWRU\IRFXVVRPHWKLQJZKLFKPDQLIHVWV
LWVHOIZLWKXVHVRIVHQWHQFHVRIWKHIRUPµKRZGRHV S NQRZWKDW p"¶" 2UGR
VXFKVHQWHQFHĥW\SHVKDYHDPHDQLQJZKLFK DVLWZHUH IRUFHVWKHDVNLQJ
RIDTXHVWLRQZLWKDFRQWH[WXDOO\LQYDULDQWH[SODQDWRU\IRFXV" ,WVHHPV
WKDWZHGR¿QGWKLVSKHQRPHQRQZLWKVXFKVHQWHQFHĥW\SHV &RQVLGHUWKH
IROORZLQJH[DPSOH
Ī-ī +RZGRHV-RQQ\NQRZWKDWKHVDZDFKDɷQFK"
6XSSRVHWKDWĪ-īLVXVHGWRDVNDTXHVWLRQ WKHWRSLFRIZKLFKLV -RQQ\
NQRZVWKDWKHVDZDFKDɷQFK ,QXVLQJĪ-īWRDVNDTXHVWLRQ RQHFDQ
IRFXVRQH¶VH[SODQDWRU\DWWHQWLRQRQGLɱHUHQWDVSHFWVRIWKHWRSLF ,Q
RQHFRQWH[W ZKLOVWRXWELUGZDWFKLQJ -RQQ\PLJKWFODLPWRKDYHVHHQD
FKDɷQFK 6XSSRVHWKDWZKHWKHURUQRWWKHUHDUHDQ\FKDɷQFKHVLQWKH
DUHD LWLVFRPPRQNQRZOHGJHWKDWWKHUHDUHPDQ\EXOO¿QFKHVDURXQG
$QGLWLVNQRZQWKDWFKDɷQFKHVDQGEXOO¿QFKHVORRNYHU\VLPLODU ,QVXFK
DFRQWH[W RQHPLJKWWKXVXVHĪ-īWRDVNWKHTXHVWLRQ KRZGRHV-RQQ\
NQRZWKDWKHVDZ DFKDɼQFKħUDWKHUWKDQDEXOO¿QFK" ,QDQRWKHUFRQWH[W
LIZH¶YHMXVWEHHQGLVFXVVLQJKRZSODXVLEOHLWLVWRVXSSRVHWKDWNQRZOĥ
HGJHUHTXLUHVDEVROXWH&DUWHVLDQFHUWDLQW\ ZHPLJKWDVNKRZGRHV-RQQ\
NQRZħUDWKHUWKDQMXVWKDYHDYHU\¿UPZHOOJURXQGHGFRQYLFWLRQħWKDW
KHVDZDFKDɷQFK 2ULI-RQQ\¶VJHQHUDOHSLVWHPLFFDSDFLWLHVDUHLQGRXEW
ZHPLJKWDVNWKDWTXHVWLRQ EXWZHPLJKWDOVRDVNDPRUH-RQQ\ĥIRFXVHG
TXHVWLRQ QDPHO\ KRZGRHV -RQQ\ NQRZWKDWKHVDZDFKDɷQFK" Ī+H
GRHVQ¶WNQRZDQ\WKLQJī
,WVHHPVWKHQWKDWZKLFKTXHVWLRQLVDVNHGZLWKDXVHRIDVHQWHQFHRI
WKHIRUPµKRZGRHV S NQRZWKDW p"¶ FDQYDU\DFFRUGLQJWRQRWRQO\ZKDW
VRUWRIH[SODQDWLRQLVH[SODQDWRULO\UHOHYDQW EXWDOVRDFFRUGLQJWRZKHUH
RQH¶VH[SODQDWRU\DWWHQWLRQLVIRFXVHG
3DUWRIWKHSRLQWRIWKLVDVSHFWRIWKHGLVFXVVLRQLVWRLOOXVWUDWH DJDLQ
KRZQRWDQ\ROGXVHRIDVHQWHQFHRIWKHIRUPµKRZGRHV S NQRZWKDW

p"¶ LVUHOHYDQWWRXVKHUH , DPLQWHUHVWHGLQMXVWWKRVHXVHVLQZKLFK
DQH[SODQDWLRQLVVRXJKWZKHUHWKHH[SODQDWRU\IRFXVLVRQWKH NQRZOHGJH
DVSHFWRIWKHUHOHYDQWWRSLF 6SHFL¿FDOO\ ZKHUHWKHH[SODQDWRU\IRFXV
LVRQNQRZOHGJH XQGHUVWRRGDVWKHVRUWRIHSLVWHPLFDFKLHYHPHQWLWLV 7KXVWKH
VRUWVRIH[SODQDWLRQVHHNLQJDFWZHDUHLQWHUHVWHGLQKHUHDUH ZHFDQVD\
HSLVWHPLFDʃ\IRFXVHG :HPLJKWVD\ LQWKHVW\OHRIYDQ)UDDVVHQ WKDWZHDUH
LQWHUHVWHGLQFDVHVZKHUHWKHH[SODQDWRU\IRFXVLVRQWKHIDFWWKDW S GRHV
NQRZħUDWKHUWKDQ PHUHO\EHOLHYHVħWKDW p $VNLQJVXFKDQHSLVWHPLFDOO\
IRFXVHGTXHVWLRQGRHVQ¶WUHTXLUHRQHWRJUDVSZKDWLWLVLQYLUWXHRIZKLFK
NQRZOHGJHLVPRUHWKDQ RUGLɱHUHQWWR PHUHĪWUXHīEHOLHIħRURSLQLRQ
RUWKRXJKW RUZKDWHYHU 7KRXJKRQHQHHGVWRJUDVSDWOHDVWWKDWWKHUH
LVVRPHVRUWRIHSLVWHPLFGLɱHUHQFH %XWWKLVVHHPVWREHFRQVWLWXWLYHRI
KDYLQJWKHFRQFHSWRI NQRZOHGJH DQ\ZD\
:HFDQKHQFHIRUWKXQGHUVWDQG +RZħE\ZKDWPHDQVħGR\RXNQRZ" TXHVĥ
WLRQVWREHHSLVWHPLFDOO\IRFXVHGĪWKDWLV WRFRQFHUQKRZ S NQRZV UDWKHU
WKDQPHUHO\EHOLHYHV WKDW pī $QGWKXV ZLWKWKDWTXDOL¿FDWLRQLQSODFH
ZHFDQVD\WKDWRXULQWHUHVWLVLQMXVWWKRVHXVHVRIVHQWHQFHVZKLFKFRQĥ
VWLWXWHWKHDVNLQJRID+RZħE\ZKDWPHDQVħGR\RXNQRZ" TXHVWLRQ $ UHVSRQVH
WRD +RZ«" TXHVWLRQZLOOEHHSLVWHPLFDOO\IRFXVHGLILWDGGUHVVHVKRZ S
NQRZVĪUDWKHUWKDQPHUHO\EHOLHYHVīWKDW p
7RLOOXVWUDWH FRQVLGHUWKHIROORZLQJVHQWHQFHĥW\SH
Ī-ī +RZGRHV-LPNQRZWKDWKHZRQ¶WJHWDSD\ULVHWKLV\HDU"
,I, XVHĪ-īWRH[SUHVVD +RZ«" TXHVWLRQ , WKHUHE\VHHNUHOLHIIURP
P\ĪSXUSRUWHGīLJQRUDQFHFRQFHUQLQJZKDW-LP¶V HSLVWHPLF FUHGHQWLDOVDUH
Ī$XVWLQĪī S WDONVRIµFUHGHQWLDOV¶LQWKLVFRQWH[W DQG )LHQJR
ĪīHPSKDVL]HVWKHFRQQHFWLRQEHWZHHQDVNLQJDTXHVWLRQDQGVHHNLQJ
UHOLHIIURPVRPHIRUPRILJQRUDQFHī 6XSSRVHWKHDQVZHU, UHFHLYHLVWKDW
-LPJRWZRUGRISODQVIRUUHGXQGDQFLHV YDULRXVFXWEDFNV DQGSD\IUHH]HV
DWKLVSODFHRIZRUN DQGWKDW-LPLQIHUUHGIURPWKLVLQIRUPDWLRQWKDW
KHZRXOGQ¶WEHJHWWLQJDSD\ULVH 7KLVVRUWRIUHVSRQVHLVHSLVWHPLFDOO\
IRFXVHG IRULQVSHFLI\LQJWKHĪSXWDWLYHīPHDQVE\ZKLFK-LPNQRZV LW
VSHDNVWRWKHLVVXHRIKRZ-LPGRHVLQGHHG NQRZ WKDWKHZRQ¶WJHWDSD\
ULVHWKLV\HDU 6XFKDQDQVZHU LQFHUWDLQFRQGLWLRQV ZLOOEH HSLVWHPLFDʃ\
VDWLVIDFWRU\ RQO\LIZKDWLWVSHFL¿HVLVVRPHWKLQJZKLFKLVĪDWOHDVWDSDUW
RIīWKDWLQYLUWXHRIZKLFK-LPNQRZV UDWKHUWKDQPHUHO\EHOLHYHV WKDW

KHZRQ¶WJHWDSD\ULVHWKLV\HDU ,ILQVWHDG, DPWROGWKDW-LPMXVWKDVD
IHHOLQJ DERXWLW , JHWDQHSLVWHPLFDOO\IRFXVHGUHVSRQVH EXWRQHZKLFKLV
VLPSO\DEDGUHVSRQVH DQHSLVWHPLFDOO\XQVDWLVIDFWRU\DQVZHU Ī7KLVMXVW
UHÀHFWVRXULQWXLWLYHFRPPLWPHQWWRWKHLGHDWKDWKDYLQJDKXQFKFDQ¶W
H[FHSWSHUKDSVLQYHU\VSHFLDOVLWXDWLRQV EHPHDQVRINQRZLQJ DWOHDVW
ZKHQWKHUHOHYDQWSURSRVLWLRQLVVRPHWKLQJOLNHWKDWVSHFL¿HGLQĪ-īī
, KRSH  WR KDYH  VKRZQ  WKDW QRW  DOO  XVHV RI  VHQWHQFHV RI  WKH  IRUP
µKRZGRHV S NQRZWKDW p"¶ DUHXVHVRQZKLFKD +RZ«" TXHVWLRQLV
DVNHG , KDYH VXJJHVWHGWKDW D SODXVLEOH H[SODQDWLRQRI  WKLV  LV  WKDW
VXFKVHQWHQFHĥW\SHVĪOLNHRWKHUµKRZ¶DQGµZK\¶LQYROYLQJLQWHUURJDWLYH
VHQWHQFHĥW\SHVīDUHFRQWH[WĥVHQVLWLYHLQDWOHDVWWZRZD\V WKH\DUHXVHG
WRDVNGHWHUPLQDWHTXHVWLRQVRQO\UHODWLYHWRDFRQWH[WXDOGHWHUPLQDWLRQ
RI ZKDW  LV  H[SODQDWRULO\  UHOHYDQW DQGD FRQWH[WXDO GHWHUPLQDWLRQRI
ZKLFKDVSHFWRI WKHWRSLF LV VLQJOHGRXWIRUH[SODQDWRU\VFUXWLQ\ $
XVHRIDVHQWHQFHRIWKHIRUPµKRZGRHV S NQRZWKDW p"¶ H[SUHVVHVD
+RZ«" TXHVWLRQRQO\ZKHQWKHFRQWH[WLVVXFKDVWRGHWHUPLQHWKDW
PHDQVH[SODQDWLRQVDUHH[SODQDWRULO\UHOHYDQW DQGWKDWWKHH[SODQDWRU\
IRFXVLVHSLVWHPLFĪWKDWLV RQNQRZOHGJHDVWKHHSLVWHPLFDFKLHYHPHQW
LWLV WKDWLV NQRZOHGJHDVRSSRVHGWRPHUHEHOLHIī 'LɱHUHQWVRUWVRI
TXHVWLRQVPD\EHH[SUHVVHGE\VXFKVHQWHQFHVLQGLɱHUHQWFRQWH[WVĪHJ
TXHVWLRQVZKLFKFRQFHUQQRWPHDQVEXWVRPHRWKHUVRUWRIH[SODQDWLRQ
DQGTXHVWLRQVZKLFKDUHQ¶WHSLVWHPLFDOO\IRFXVHGī
 &RQWH[WXDOLVP"
, WKLQNWKDWYDQ)UDDVVHQ¶VFRQWH[WXDOLVPFRQFHUQLQJVRPHµZK\¶LQYROYLQJ
LQWHUURJDWLYHVHQWHQFHĥW\SHVLV SULPDIDFLH SODXVLEOH DVLVWKHDSSOLFDWLRQ
RIWKDWYLHZĪEURDGO\XQGHUVWRRG WKDWLV ZLWKRXWWKHIRUPDOGHWDLOVīWR
DUDQJHRIµKRZ¶LQYROYLQJLQWHUURJDWLYHVHQWHQFHĥW\SHVĪPRVWUHOHYDQWO\
VHQWHQFHVRIWKHIRUPµKRZGRHV S NQRZWKDW p"¶ī %XWRQHGRHVQ¶WQHHG
WRUHDGPXFKSKLORVRSKLFDODQGOLQJXLVWLFVOLWHUDWXUHWRDSSUHFLDWHWKDW
VXFKPDWWHUVFDQEHFRPHYHU\FRPSOLFDWHGYHU\TXLFNO\ )RULQVWDQFH LI
ZHWDNHYDQ)UDDVVHQ¶VFRQWH[WXDOLVP DQGWKHDSSOLFDWLRQRILWKHUH WREH
DERXWWKH VHPDQWLFV RIWKHUHOHYDQWLQWHUURJDWLYHVHQWHQFHĥW\SHVĪDQGRU
WKHLUFRQVWLWXHQWSDUWVī WKHQVRPHZLOOQRWZDQWWRDFFHSWWKHYLHZ /HW

PHHODERUDWHRQWKLVEULHÀ\ EHIRUHVD\LQJZK\WKHVHPDWWHUVQHHGQRW
GHWDLQXVIXUWKHU
2Q D  VWDQGDUG FRQFHSWLRQ DQ H[SUHVVLRQ  LV  VHPDQWLFDOO\  FRQWH[Wĥ
VHQVLWLYH MXVW  LQFDVH LW FDQWDNHGLɱHUHQWVHPDQWLFYDOXHVGHSHQGLQJ
XSRQWKHFRQWH[WRIXWWHUDQFH 2QDVHPDQWLFDOO\FRQWH[WXDOLVWFRQVWUXDO
RI YDQ)UDDVVHQ¶V SLFWXUH DQGWKHDSSOLFDWLRQRI  LW , KDYH GLVFXVVHG
FHUWDLQ LQWHUURJDWLYHVHQWHQFHĥW\SHVĪHJ Ī:ī µZK\LVWKHFRQGXFWRU
ZDUSHG"¶ī DUHVHPDQWLFDOO\FRQWH[WĥVHQVLWLYHLQWKDWWKH\FDQWDNHGLɱHUĥ
HQWVHPDQWLFYDOXHVħQDPHO\ TXHVWLRQVħGHSHQGLQJXSRQWKHFRQWH[WRI
WKHXWWHUDQFH
%XWDSURPLQHQWGHEDWHLQFRQWHPSRUDU\SKLORVRSK\RIODQJXDJHFRQĥ
FHUQVMXVWKRZPXFKVHPDQWLFFRQWH[WĥVHQVLWLYLW\RXUODQJXDJHH[KLELWV
7KRVHLQWKH PLQLPDOLVW FDPSĪHJ %RUJĪī &DSSHOHQDQG/HSRUH
ĪīīWKLQNWKDWVXFKFRQWH[WĥVHQVLWLYLW\LVWREHIRXQG RQO\ZLWKLQDµEDĥ
VLFVHW¶RIH[SUHVVLRQVZKLFKDUHµREYLRXVO\¶FRQWH[WĥVHQVLWLYHĪRUDWOHDVW
ZKLFKKDYHXVHVRUVHQVHVRQZKLFKWKH\DUHREYLRXVO\FRQWH[WĥVHQVLWLYHī
7KHUHLVQRWXQDQLPRXVDJUHHPHQWDPRQJPLQLPDOLVWVDERXWWKH H[DFW
PDNHXSRIWKHEDVLFVHW EXWDOODJUHHRQLQFOXGLQJZKDW.DSODQFDOOHG
LQGH[LFDOV DPRQJZKLFKDUH
WKHSURQRXQVµ,¶µP\¶ µ\RX¶ µKH¶ µKLV¶ µVKH¶ µLW¶ WKHGHPRQVWUDĥ
WLYHSURQRXQVµWKDW¶ µWKLV¶ WKHDGYHUEVµKHUH¶ µQRZ¶ µWRPRUĥ
URZ¶ µ\HVWHUGD\¶ WKHDGMHFWLYHVµDFWXDO¶ µSUHVHQW¶ DQGRWKHUV
Ī S ī
$V.DSODQQRWHV WKHVHDUHZRUGVZKRVHUHIHUHQWVDUHµGHSHQGHQWRQWKH
FRQWH[WRIXVH¶ĪS ī DQGVRLQDVWUDLJKWIRUZDUGVHQVH WKH\DUHVHPDQĥ
WLFDOO\FRQWH[WĥVHQVLWLYH $QGVLQFHLWLVREYLRXVWKDWWKHVHH[SUHVVLRQV
DUHVHPDQWLFDOO\FRQWH[WĥVHQVLWLYH WKH\DUHDSWWRJRLQWRWKHPLQLPDOĥ
LVW¶VµEDVLFVHW¶ :KDWHOVHJRHVLQWRWKHVHW" &DSSHOHQDQG/HSRUH FKLHI
SURSRQHQWVRIRQHIRUPRIPLQLPDOLVP DOVRLQFOXGHµWKHFRQWH[WXDOV¶LQ
WKHLUEDVLFVHWĪHJ FRPPRQQRXQVVXFKDVµHQHP\¶DQGRWKHUV DVZHOO
DVFRPPRQDGMHFWLYHVOLNHµIRUHLJQ¶DQGRWKHUV Īī S ī %XW DVWKH
QDPHVXJJHVWV DPLQLPDOLVWZLOOQRWZDQWWRDGGPXFKEH\RQGWKLVWR
WKHLUEDVLFVHW
7KHSRLQWWKHQLVWKDWPLQLPDOLVWVZLOOSUREDEO\ZDQWWRUHMHFWWKHYDQ
)UDDVVHQYLHZDQGWKHDSSOLFDWLRQRILWGLVFXVVHGKHUH $ SURSHUGHIHQFH

RIWKHYDQ)UDDVVHQYLHZ DQGLWVDSSOLFDWLRQ XQGHUVWRRGLQWKLVZD\ZRXOG
UHTXLUHGHOYLQJLQWRWKLVVRUWRIGLVSXWHĪDPRQJRWKHUVī
7KDWDVLWPD\EH WKLVOHYHORIGHWDLOLVQRWQHFHVVDU\IRUP\SXUSRVHV
KHUH )RUWKHUHPLJKWEH IRUDOO,¶YHVDLG VRPHWKLQJOLNHWKHGLVWLQFWLRQ
EHWZHHQZKDWDVHQWHQFHFDQEHXVHGWR VD\ RU H[SUHVV ĪLQVRPHWHFKQLFDO
VHPDQWLFVHQVHī DQGZKDWDVHQWHQFHFDQEHXVHGWR FRQYH\ RU FRPPXQLFDWH
:KDWDVHQWHQFHFDQEHXVHGWRFRQYH\RUFRPPXQLFDWHFDQEHKLJKO\
FRQWH[WĥVHQVLWLYHHYHQLIZKDWLWFDQEHXVHGWRVD\LVQRW 6R LIRQHLVQ¶W
KDSS\ZLWKWDNLQJWKHYDQ)UDDVVHQVW\OHYLHZ,¶YHRXWOLQHGDWWKHOHYHO
RIVHPDQWLFV WKHQZHFDQVD\WKLVLQVWHDG WKHVRUWVRIVHQWHQFHV, DP
LQWHUHVWHGLQKHUHFDQEHXVHGWRFRQYH\RUFRPPXQLFDWHħDQGLQDQ
RUGLQDU\VHQVH DVNħTXHVWLRQV DQGZKLFKTXHVWLRQVDUHDVNHGĪFRQYH\HG
FRPPXQLFDWHGī E\XVHVRIWKHP LV FRQWH[WĥVHQVLWLYHLQWKHZD\VRXWOLQHG
ĪWKDWLV VHQVLWLYHWRZKDWLVH[SODQDWRULO\UHOHYDQWDQGWRZKHUHRQH¶V
H[SODQDWRU\DWWHQWLRQLVIRFXVHGī 7KLVLVDOO, ZDQWWRLQVLVWXSRQ DQG
, WKLQNLWLVVXSSRUWHGE\WKHGLVFXVVLRQDERYH %XW IRUDOOWKDW ZKDW
VXFKVHQWHQFHVH[SUHVVRUDVNħLQVRPHWHFKQLFDOVHPDQWLFVHQVHħPD\
EHLQVHQVLWLYHWRFRQWH[WXDOYDULDWLRQVRIH[SODQDWRU\UHOHYDQFHDQGIRFXV
:LWK  WKLV EDFNJURXQG  LQ SODFH  , WXUQ ¿QDOO\  WR  VRPH H[DPSOHV RI
ZKHUH +RZ«" TXHVWLRQVDULVHDQGDUHVDWLVIDFWRULO\DQVZHUHGZLWKYLVXDO
SHUFHSWXDOH[SODQDWLRQV :HZLOODOVRVHHKRZLQDVNLQJVXFKDTXHVWLRQ
LWLVQRWQHFHVVDU\WKDWRQHXVHDVHQWHQFHRIWKHIRUPµKRZGRHV S NQRZ
WKDW p"¶
 +RZ" 4XHVWLRQVLQ&RQYHUVDWLRQ
7R¿QGWKHH[SODQDWRU\FKDUDFWHUL]DWLRQRIRXULGHDWKDWYLVXDOSHUFHSWLRQ
LVHSLVWHPLFDOO\VLJQL¿FDQWPDQLIHVWLQRXURUGLQDU\WKRXJKWDQGWDONZH
FDQORRNWRRUGLQDU\H[DPSOHVZKHUHD +RZ«" TXHVWLRQDULVHVDQGLVDQĥ
VZHUHGVDWLVIDFWRULO\LQWHUPVRIYLVXDOSHUFHSWLRQ 0RUHRYHU ZHQHHGWR
DGGUHVVZKDWLWLVIRUVRPHVXFKYLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOĥ
HGJHWREHH[HPSODU\ 6RDVWRKDYHVRPHVWUXFWXUHWRJXLGHXV, ZLOOORRN
WRVLWXDWLRQVLQYROYLQJ FRQYHUVDWLRQV VDWLVI\LQJWKHIROORZLQJ

&RQYHUVDWLRQ6FKHPD
ĪLī $ TXHVWLRQDFWLVSHUIRUPHGLQZKLFKDQHSLVWHPLFDOO\
IRFXVHGH[SODQDWLRQRINQRZOHGJHLVVRXJKWĪLQVKRUW LQ
ZKLFKD +RZ«" TXHVWLRQLVDVNHGī
ĪLLī ,QUHVSRQVHWRWKH +RZ«" TXHVWLRQYLVXDOSHUFHSWLRQLV
SXWIRUZDUGĪVRPHKRZīDVWKHħRUDħPHDQVE\ZKLFK
WKH  LQGLYLGXDO  LQ TXHVWLRQ NQRZV  WKH SURSRVLWLRQ  LQ
TXHVWLRQ
ĪLLLī 7KHDQVZHUJLYHQWRWKH +RZ«" TXHVWLRQSURYLGHVDQ
HSLVWHPLFDOO\VDWLVIDFWRU\DQGH[HPSODU\H[SODQDWLRQRI
WKHNQRZOHGJHLQTXHVWLRQ
&RQYHUVDWLRQVVDWLVI\LQJWKLVVFKHPDDUH , ZDQWWRVXJJHVW RQHVLQZKLFK
DQĪHSLVWHPLFDOO\IRFXVHGī H[SODQDWLRQ RINQRZOHGJHLVVRXJKWĪWKDW¶VZKDW
WKHVDWLVIDFWLRQRIĪLīHQWDLOVī DQGLQZKLFKDQ HSLVWHPLFDʃ\VDWLVIDFWRU\ DQG
H[HPSODU\ H[SODQDWLRQRINQRZOHGJHLVJLYHQE\SUHVHQWLQJYLVXDOSHUFHSĥ
WLRQDVD PHDQVRINQRZLQJ ĪWKDW¶VZKDWWKHVDWLVIDFWLRQRIĪLLīDQGĪLLLīHQĥ
WDLOVī 7KDWLWLVHDV\WRLPDJLQHSHUIHFWO\RUGLQDU\FRQYHUVDWLRQVVDWLVI\ĥ
LQJWKLVVFKHPDVXSSRUWVP\FODLPWKDWWKHH[SODQDWRU\FKDUDFWHUL]DWLRQ
LVDQDSSURSULDWHFKDUDFWHUL]DWLRQRIRXUSUHĥWKHRUHWLFXQGHUVWDQGLQJRI
YLVXDOSHUFHSWLRQ¶VHSLVWHPLFVLJQL¿FDQFH Ī7KRXJK, PDNHQRFODLPWR
KDYH³SURYHG´WKDW , DPMXVWWU\LQJWRKLJKOLJKWLWVSODXVLELOLW\ī
1RZ WRDYRLGWKHSRWHQWLDOO\GLVWRUWLYHDUWL¿FLDOLW\LQYROYHGLQSXWWLQJ
WKLQJVLQWKLVVFKHPDWLFZD\ WKHH[DPSOHV, JLYHEHORZDUHSUHVHQWHG
LQWKHFRQWH[WRIVRPHGLVFXVVLRQRIVRPHFRPSOH[LWLHVLQYROYHGLQWKH
VDWLVIDFWLRQRIĪLī ĪLLīDQGĪLLLī )LUVWRIDOO OHW¶VDVNZKDWDUHWKHOLNHO\
VFHQDULRVLQZKLFKD +RZ«" TXHVWLRQZLOODULVH" 7KHQZHFDQWXUQWR
H[DPSOHVVDWLVI\LQJWKHDERYHVFKHPD
:KHUHD+RZ«" TXHVWLRQDULVHVDWDOO LWLVW\SLFDOO\LQDFRQYHUVDWLRQDO
FRQWH[WLQZKLFKDSURSRVLWLRQRIWKHIRUP S NQRZVWKDW p LVVDOLHQW )RU
LQVWDQFH LWPLJKWEHDFRQWH[WLQZKLFKDQLQGLYLGXDOLVEHLQJGLVFXVVHG
DQGDFODLPLVPDGHRIWKDWLQGLYLGXDOĪH[SOLFLWO\RULPSOLFLWO\ī WKDWWKH\
NQRZWKDW p 2ULWPLJKWEHDFRQWH[WLQZKLFKDQLQGLYLGXDOH[SOLFLWO\
FODLPVWRNQRZWKDW p RUZKHUHWKH\VD\VRPHWKLQJZKLFKLVVXFKDVWR
LPSO\WKDWWKH\NQRZWKDW p ĪRUDWOHDVW VXJJHVWWRWKHKHDUHUWKDWWKH\

NQRZWKDW p ZKHWKHURUQRWWKDWZDVWKHVSHDNHU¶VLQWHQWLRQī ,WPLJKW
EHDFRQWH[WLQZKLFK p LVEHLQJGLVFXVVHG DQGLWLVFODLPHGWKDWVRPH
LQGLYLGXDONQRZVWKDWSURSRVLWLRQ
$UJXDEO\ FRQWH[WVLQZKLFKDVVHUWLRQVDUHPDGHDUHSDUWLFXODUO\ZHOO
VXLWHGWREHFRQWH[WVLQZKLFK +RZ«" TXHVWLRQVDULVHĪDV :LOOLDPVRQ
ĪīQRWHV DVNLQJVXFKDTXHVWLRQFRQVWLWXWHVDµVWDQGDUGUHVSRQVHWR
DQDVVHUWLRQ¶ S ī 7KLVPD\EHEHFDXVH DV$XVWLQVXJJHVWV ZKHQRQH
DVVHUWVWKDW p WKHUHLVDVHQVHLQZKLFKRQHLPSOLHVWKDWRQHNQRZVWKDW
p $QGVR RQPDNLQJDQDVVHUWLRQWKDW p RQHLVµGLUHFWO\H[SRVHG¶WRWKH
TXHVWLRQ³µ+RZ GR\RXNQRZĬWKDW pĭ"´¶ Ī S ī :KHWKHURUQRW
$XVWLQLVULJKW ZHFDQVD\WKDWFRQWH[WVLQZKLFKDVVHUWLRQVDUHPDGHDUH
DWOHDVWOLNHO\WREHFRQWH[WVLQZKLFKSURSRVLWLRQVRIWKHIRUP S NQRZV
WKDW p DUHLQVRPHVHQVHVDOLHQW $QGKHQFHWKH\ZLOOOLNHO\EHFRQWH[WV
ZKHUH +RZ«" TXHVWLRQVDUHDSW
7KLVGRHV QRW PHDQWKDWFRQWH[WVLQZKLFKDQLQGLYLGXDOPDNHVDQDVĥ
VHUWLRQZLOOEHFRQWH[WVLQZKLFKLWLVĪLQVRPHEURDGVHQVHī DSSURSULDWH WR
DVN D +RZ«" TXHVWLRQ 7KHUHDUHDOOVRUWVRIUHDVRQVZK\VXFKDTXHVWLRQ
PD\QRWEHWKHDSSURSULDWHWKLQJWRDVNLQFRQWH[WVLQZKLFKDVVHUWLRQV
DUHPDGH )RULQVWDQFH LWPD\EHSODLQO\REYLRXVKRZWKHLQGLYLGXDOLQ
TXHVWLRQNQRZVWKHSURSRVLWLRQLQTXHVWLRQ $V:LOOLDPVRQVD\Vµ«µ+RZ
GR\RXNQRZ"¶ LVQRUPDOO\DSSURSULDWH 2IFRXUVH LWLVVLOO\WRDVNµ+RZGR
\RXNQRZ"¶ ZKHQWKHTXHVWLRQHUREYLRXVO\NQRZVDVZHOODVWKHDVVHUWHU
KRZWKHODWWHUNQRZV«¶ĪS ī +HUHLVDQH[DPSOH FDOOLW 1HZVSDSHU
6XSSRVHWKDWZHDUHVLWWLQJRQDWUDLQWRJHWKHU DQGHDFKRIXVKDVDQLQĥ
WHUHVWLQVSRUWVSKRWRJUDSK\ , DPUHDGLQJWKHQHZVSDSHU DQG\RXDVN
µ$UHWKHUHDQ\SLFWXUHVRI\HVWHUGD\¶VWHQQLVPDWFK"¶ 1RZ VXSSRVH, WXUQ
WRWKHEDFNRIWKHSDSHUWRVHHDQGVD\µ<HV WKHUHDUHDIHZ¶ <RXWKHQ
VD\ DFFHSWLQJP\UHVSRQVH µ7KDQNV FDQ, ORRNDWWKHPZKHQ\RXKDYH
¿QLVKHG"¶ ,WZRXOGEHTXLWHRGGLILQVWHDGRIWKDWUHVSRQVH\RXDVNHG
ĪJHQXLQHO\ QRQĥMRNLQJO\ HWFīµKRZGR\RX NQRZ WKDWWKHUHDUHSLFWXUHVRI
\HVWHUGD\¶VWHQQLVPDWFKLQWKHQHZVSDSHU"¶ 6LQFHLQWKHFRQWH[WDVGHĥ
VFULEHGLWLVMXVWREYLRXVħWRERWKRIXVħWKDW, FDQ VHH WKDWWKHUHDUHVXFK
SLFWXUHV
%XWVWLOO LQ 1HZVSDSHU LQDVVHUWLQJZKDW, GR, DPLQ VRPH VHQVHH[ĥ
SRVHGWRD +RZ«" TXHVWLRQ )RUVXFKD TXHVWLRQ FDQVWLOOEHDSWRUDSSURĥ
SULDWH HYHQLI WKHDVNLQJRILW LVQRW Ī,Q 1HZVSDSHU WKHTXHVWLRQRIKRZ,

NQRZDSSOLHVDQGWKHDQVZHULVWKDW, NQRZE\YLVXDOSHUFHSWLRQī 7KLV
LVDUJXDEO\EHFDXVHLIRQH GRHV NQRZWKDW p WKHQWKHUHZLOOEHDPHDQVE\
ZKLFKRQHNQRZVWKDW p DQGVRWKHUHZLOOEHDQDQVZHUWRWKHUHOHYDQW
+RZ«" TXHVWLRQ
,WVKRXOGEHFOHDU WKHQ WKDWDOOVRUWVRIFRQYHUVDWLRQDOFRQWH[WDUHDSW
WREHWKRVHLQZKLFK+RZ«" TXHVWLRQVDULVH +RZ«" TXHVWLRQVFDQDULVHDV
SDUWRIDQLQYROYHGWHFKQLFDOGLVFXVVLRQLQWKHVHPLQDUURRPRUODERUDWRU\
LQDFDVXDOFRQYHUVDWLRQZLWKDIULHQGRUVWUDQJHU LQDXUJHQWVLWXDWLRQ
LQDKRVSLWDO LQWKHFRXUWURRPRUSROLFHVWDWLRQ LQDWKHUDS\VHVVLRQ
RQWKHWHOHSKRQHWRDFROGĥFDOOHU DQGLQGH¿QLWHO\PDQ\RWKHUVRUWVRI
FRQYHUVDWLRQDOFRQWH[W 7KLVLVQRVXUSULVHVLQFHVRPDQ\FRQYHUVDWLRQDO
FRQWH[WVDUHRQHVLQZKLFK DVVHUWLRQV FDQEHPDGH DQGPRUHJHQHUDOO\ LQ
ZKLFKDSURSRVLWLRQRIWKHIRUP S NQRZVWKDW p FDQEHFRPHVDOLHQW
/HW¶VWXUQQRZWRVRPHH[DPSOHVLQYROYLQJYLVXDOSHUFHSWXDOH[SODQDĥ
WLRQVRINQRZOHGJH
$ɲDLU
&RQVLGHU¿UVWWKHIROORZLQJH[DPSOH FDOOLW $ɲDLU 6XSSRVHWKDW-DFNLV
SURWHFWLYHRIKLVVLVWHU-DQH DQGKDVQHYHUEHHQNHHQRQKHUSDUWQHU-RH
1RZFRQVLGHUWKHIROORZLQJH[FKDQJHEHWZHHQWKHP
-DFN , WKLQN\RXVKRXOGEUHDNXSZLWK-RH
-DQH :KDW" :K\"
-DFN :KHUHZDVKHODVWQLJKW"
-DQH , GRQ¶WNQRZ
-DFN +HKDVEHHQXQIDLWKIXOWR\RX +HNLVVHG6DUDK
-DQH :KDW" <RXKDYHDOZD\VGLVOLNHG-RH DQG\RXDUHDOZD\VWU\LQJWR
WXUQPHDJDLQVWKLP +HZRXOGQ¶WFKHDWRQPH +RZGR\RXNQRZ
WKDWKHNLVVHG6DUDK"
-DFN , VDZKLPNLVVLQJ6DUDK
,QWKLVH[DPSOH-DQHDVNV-DFND +RZ«" TXHVWLRQDQGWKHUHE\VHHNVDQ
HSLVWHPLFDOO\IRFXVHGH[SODQDWLRQRI-DFN¶VNQRZOHGJH Ī,WPD\EHWKDW

-DQHKHUVHOIVXSSRVHVWKDW-DFN GRHVQ·W NQRZ EXWLQDVNLQJWKHTXHVWLRQ
VKH SUHVHQWV KHUVHOIDVVHHNLQJDQH[SODQDWLRQIRU-DFN¶VNQRZOHGJHħVKH
SUHVHQWV KHUVHOIDVVHHNLQJUHOLHIIURPDFHUWDLQVRUWRILJQRUDQFHZKLFKVKH
FDQGRHYHQLIVKHLVQ¶WDFWXDOO\ĪRUGRHVQ¶WEHOLHYHKHUVHOIWREHīLJQRUDQW
LQWKHUHOHYDQWUHVSHFWī ,QUHVSRQVH-DFNVSHFL¿HVWKDWKHNQRZVE\YLVXDO
PHDQVħRUDWOHDVW WKDWYLVXDOPHDQV¿JXUHLQWKHRYHUDOOPHDQVE\ZKLFK
KHNQRZVĪVHH 3HDFRFNHĪī ZKRGLVWLQJXLVKHVDWRPLFIURPFRPSRVLWH
PHDQVī -DFNWKHUHE\DWWHPSWVWRH[SODLQKRZKHNQRZVLQWHUPVRIYLVXDO
SHUFHSWLRQ 6R WKLVFRQYHUVDWLRQVWUDLJKWIRUZDUGO\VDWLV¿HVĪLīDQGĪLLīRI
WKHDERYH&RQYHUVDWLRQ6FKHPD %XWGRHVLWVDWLVI\ĪLLLī" 7KDWLV LV-DFN¶V
UHVSRQVHHSLVWHPLFDOO\ VDWLVIDFWRU\ DQG H[HPSODU\"
7KHUHPD\EHDOOVRUWVRIZD\VLQZKLFK-DFN¶VDQVZHUKHUHLVQRWVDWĥ
LVIDFWRU\ EXW DVQRWHGDERYH ZHQHHGWRLVRODWHDQ HSLVWHPLF GLPHQVLRQ
RIVDWLVIDFWRULQHVV ,QWXLWLYHO\ -DFN¶VDQVZHU LV HSLVWHPLFDOO\VDWLVIDFWRU\
:HWKLQNWKDW-DFN¶VUHVSRQVHLVHSLVWHPLFDOO\IRFXVHG IRULWVSHDNVWR
KRZKHJHQXLQHO\ NQRZV $QGZHWKLQNWKDWLWLVHSLVWHPLFDOO\VDWLVIDFĥ
WRU\IRULWVSHFL¿HVVRPHWKLQJLQYLUWXHRIZKLFKKHNQRZVĪUDWKHUWKDQ
PHUHO\EHOLHYHVī :HWKLQNWKDWWKHJURXQGVIRUNQRZLQJKHĪLQHɱHFWī
FODLPVWRKDYHDUHDGHTXDWH 7KLVLVDFDVHZKHUHLQWXLWLYHO\ZHZDQWWR
VD\WKDW-DFN¶VH[SODQDWLRQRIKLVNQRZOHGJHLQWHUPVRIYLVXDOSHUFHSĥ
WLRQLV WRHFKR6QRZGRQ WRWDʃ\XQSUREOHPDWLF ĪLQWKHUHOHYDQWHSLVWHPLF
UHVSHFWī
7KDWZHGRLQWXLWLYHO\¿QG-DFN¶VH[SODQDWLRQHSLVWHPLFDOO\VDWLVIDFĥ
WRU\LVUHYHDOHGE\RXUUHDFWLRQVWRFHUWDLQVRUWVRIIROORZĥXS &RQVLGHU
¿UVW
-DQH :HOO \RXPD\KDYH VHHQ KLPNLVVLQJ6DUDK EXWKRZGR\RX NQRZ
WKDWKHZDVNLVVLQJKHU"
-DFN +XK"
7KDWZH¿QG-DQH¶VUHVSRQVHKHUHRGG DQG-DFN¶VUHDFWLRQDSW LQGLFDWHV
WKDWZHWKLQNRI-DFN¶VLQLWLDODQVZHUWR-DQH¶V +RZ«" TXHVWLRQDVHSLVĥ
WHPLFDOO\VDWLVIDFWRU\ :HDUHLQFOLQHGWRWKLQNWKDWLI-DQHPHDQWWKLV
UHPDUNVHULRXVO\ DQGZDVJHQXLQHO\WU\LQJWRTXHVWLRQWKHHSLVWHPLFVLJĥ
QL¿FDQFHRIYLVXDOSHUFHSWLRQLQWKHFRQWH[WLQTXHVWLRQ WKHQVKHKDV
HLWKHUPLVXQGHUVWRRGWKHFRQFHSWRINQRZOHGJH RURIYLVXDOSHUFHSWLRQ
RUERWKFRQFHSWVĪVHHKHUH &DVVDPĪī S ī

7KHLQDSSURSULDWHQHVVRIWKLVIROORZĥXSDOVRLOOXVWUDWHVWKHIDFWWKDW
ZHWKLQNWKDWYLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOHGJHFDQEH H[HPĦ
SODU\ %XWZKDWGRHVWKLVDPRXQWWR" 7KDW-DFN¶VH[SODQDWLRQRIKLV
NQRZOHGJHLQ$ɲDLU LVH[HPSODU\LVQRWDPDWWHURILWEHLQJDQ HQWDLOLQJ H[ĥ
SODQDWLRQ ,WLVQRWDQHQWDLOLQJH[SODQDWLRQ µ-DFNVDZ-RHNLVVLQJ6DUDK¶
GRHVQ¶WHQWDLOµ-DFNNQRZVWKDW-RHNLVVHG6DUDK¶ $OWKRXJKKHGLGQ¶W -DFN
PLJKW KDYHUHIXVHGWREHOLHYHKLVH\HV 5DWKHU ZKDW, PHDQE\VD\LQJWKDW
YLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOHGJH VXFKDV-DFN¶V FDQEHH[HPĥ
SODU\LVWKDWWKH\ĪRUVRPHRIWKHPīDUHH[SODQDWLRQVZKLFKFDQEORFNRɱ
IXUWKHUTXHVWLRQVħIURPEHLQJ DSW LIQRW DVNHGħLQDZD\WKDWVRPHRWKHU
VRUWVRIH[SODQDWLRQVRINQRZOHGJHFDQ¶W ,QDUDQJHRIFDVHV VXFKDVLQ
-DQH¶VIROORZXSDERYH LWGRHVQ¶WVHHPWRPDNH VHQVH WRTXHVWLRQWKHHSLVĥ
WHPLFSRZHURIYLVXDOSHUFHSWXDOPHDQVħDWOHDVW WKDWLV ZKHQZHDUH
FRQFHUQHGZLWK SURSHUO\IXQFWLRQLQJ SHUFHSWXDOPHDQV DQGVRH[FOXGLQJ
VD\ FDVHVRISDUWLDOH\HVLJKW RUZKDWHYHU $V &DVVDPĪīVD\VµSHUFHSĥ
WXDOH[SODQDWLRQVRINQRZOHGJHKDYHDNLQGRILQWULQVLFLQWHOOLJLELOLW\RU
WUDQVSDUHQF\WKDWIHZRWKHUH[SODQDWLRQVSRVVHVV¶ĪS ī ,QWKLVUHVSHFW
YLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOHGJHVHHPWREHPRUHSRZHUIXO
WKDQH[SODQDWLRQVRINQRZOHGJHLQWHUPVRIVRPHRWKHUPHDQV
:HFDQDGDSWWKHFXUUHQWH[DPSOHWRLOOXVWUDWHWKLVSRLQWIXUWKHU 6XSĥ
SRVHLQVWHDG-DFNH[SODLQVKRZKHNQRZVLQWHUPVRIVRPHWHVWLPRQ\KH
UHFHLYHG
-DFN , KHDUGIURP-HVVWKDWKHNLVVHG6DUDK
-DQH :HOO \RXPD\KDYHKHDUGWKDW EXWKRZGR\RX NQRZ WKDWKHZDV
NLVVLQJKHU"
-DQH¶VIROORZXSKHUHVLPSO\LVQ¶WVWUDQJHLQWKHZD\WKDWWKHSUHYLRXVO\
PHQWLRQHGIROORZXSVHHPVWREH :HDUHQRWLQFOLQHGWRWKLQNWKDWLW
UHÀHFWVDPLVXQGHUVWDQGLQJRINQRZOHGJHRUWHVWLPRQ\
,WLVLPSRUWDQWWRQRWHWKDWLWLVH[SODQDWLRQVRINQRZOHGJHLQWHUPV
RI JHQXLQHYLVXDOSHUFHSWLRQ DVRSSRVHGWR PHUHYLVXDOH[SHULHQFH ZKLFKZH
RUGLQDULO\WDNHWREHFDSDEOHRISURYLGLQJVXFKH[HPSODU\H[SODQDWLRQV
RINQRZOHGJH 6XSSRVHLQVWHDG-DFNDWWHPSWHGWRH[SODLQKLVNQRZOHGJH
LQWHUPVRIDYLVXDOH[SHULHQFHKHHQMR\HGZLWKRXWWKHUHE\FRPPLWWLQJWR
DQ\IRUPRIJHQXLQHSHUFHSWXDOFRQWDFW :HPLJKWLQVRPHFRQWH[WV¿QG

VXFKDQH[SODQDWLRQHSLVWHPLFDOO\VDWLVIDFWRU\ EXWLWLVKDUGWRVHHKRZ
VXFKH[SODQDWLRQVFDQEHHSLVWHPLFDOO\H[HPSODU\ )RULQVWDQFH VXSSRVH
-DFNDQVZHUHGWKHUHTXHVWIRUH[SODQDWLRQDVIROORZV
-DFN , ZDVVWDULQJRXWRIWKHZLQGRZDQGLWORRNHGDVLI-RHZDVNLVVLQJ
6DUDK
2U
-DFN , ZDVVWDULQJRXWRIWKHZLQGRZDQG, VHHPHGWRVHH-RHNLVVLQJ
6DUDK
,WZRXOGEHSHUIHFWO\OHJLWLPDWHIRU-DQHWRIROORZXSLQWKLVZD\
-DQH :HOO LWPD\KDYHORRNHGWKDWZD\WR\RX EXWKRZGR\RX NQRZ WKDW
KHZDVNLVVLQJKHU"
2U
-DQH :HOO GLG\RXDFWXDOO\ VHH KLPNLVVLQJKHU KRZGR\RX NQRZ WKDWKH
ZDVNLVVLQJKHU"
7KHVHVRUWVRIUHSOLHVGRQ¶WUHÀHFWDPLVXQGHUVWDQGLQJRIWKHSRZHURI
PHUH YLVXDO H[SHULHQFH WKH\UHÀHFWDFFXUDWHO\WKDWZHGRQ¶WUHJDUGPHUHYLĥ
VXDOH[SHULHQFHħWKDWLV H[SHULHQFHFRQVLGHUHGDSDUWIURPZKHWKHUWKHUH
LVJHQXLQHSHUFHSWXDOFRQWDFWħDVKDYLQJWKHVDPHHSLVWHPLFIRUFHDVYLĥ
VXDO SHUFHSWLRQ
, KDYHFDVKHGRXWWKHLGHDWKDWYLVXDO SHUFHSWXDO H[SODQDWLRQVRI
NQRZOHGJHFDQEHH[HPSODU\LQWHUPVRIWKHLGHDWKDWLQWKHOLJKWRIWKHP
FHUWDLQ³FRPHEDFN´TXHVWLRQVDUHKDUGWRPDNHVHQVHRI %XWWKLVLVQ¶WWKH
VDPHDVWKHLGHDWKDWWKHUHFDQEHQR³HSLVWHPLFFRPHEDFNV´ 7KHSRLQW
LVWKHPRUHUHVWULFWHGSRLQWWKDWHSLVWHPLFFRPHEDFNVZKLFK TXHVWLRQWKH
HSLVWHPLFSRZHURISURSHUO\IXQFWLRQLQJYLVXDOSHUFHSWLRQ DUHXQLQWHOOLJLEOHLQ
WKHVHVRUWVRIFDVHV QRW WKDWDOOHSLVWHPLFFRPHEDFNVDUHXQLQWHOOLJLEOH
2WKHU VRUWVRIHSLVWHPLFFRPHEDFNDUHSHUIHFWO\LQWHOOLJLEOH )RULQVWDQFH
FRQVLGHUWKHVHWZRVRUWVRIFRPHEDFNWKDW-DQHPLJKWPDNHLQ $ɲDLU
¿UVW
-DQH :HOO \RXPD\ WKLQN\RXVDZ KLPNLVVLQJ6DUDK EXWKHZRXOGQ¶WGR
WKDW +RZGR\RX NQRZ WKDWKHZDVNLVVLQJKHU"

&RQVLGHUDOVR
-DQH :KDW" :KHUH" +RZGR\RXNQRZLWZDVKLP"
-DFN ,QWKHSDUN , VDZ KLP
-DQH <RXPXVWEHPLVWDNHQ KHZRXOGQ¶WGRWKDWWRPH
,QERWKFRPHEDFNV-DQHLV QRW ZLOOLQJWRFRQFHGHWKDW-DFNGLGLQGHHG VHH
-RHNLVVLQJ6DUDK ,QJLYLQJWKLVUHVSRQVH-DQHGRHVQ¶WTXHVWLRQWKHH[HPĥ
SODU\HSLVWHPLFSRZHURIYLVXDOSHUFHSWLRQ VKHLQHɱHFW DGPLWV LW IRUVKH
DGPLWVWKDW LI -DFNGLGVHHZKDWKHFODLPVKHVDZ WKHQJLYHQWKHGHWDLOV
RIWKHFRQWH[WLQTXHVWLRQ KHZRXOGĪPRVWOLNHO\īWKHUHE\NQRZZKDWKH
FODLPHGWRNQRZ 7KHVHDUHVWLOOHSLVWHPLFFRPHEDFNVWKRXJK VLQFH-DQH
TXHVWLRQV-DFN¶VHQWLWOHPHQWWRWKHEHOLHIVKHKDVDERXWKLV JURXQGV -DQH
TXHVWLRQVZKHWKHU-DFNLVHQWLWOHGWREHOLHYHWKDWKHGLGLQGHHGVHHZKDW
KHWKRXJKWKHVDZ 4XHVWLRQLQJWKHEDVLVRIEHOLHIVRUFODLPV DERXW YLVXDO
SHUFHSWLRQLVDVRUWRIHSLVWHPLFFKDOOHQJH EXWQRWWKHVRUWZKLFKXQGHUĥ
PLQHVWKHLGHDWKDW, FODLPZHDUHFRPPLWWHGWRLQRUGLQDU\WKRXJKWDQG
WDON YL] YLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOHGJHFDQEHH[HPSODU\
)LQDOO\ WKHFODLPLV QRWWKDW Dʃ YLVXDOSHUFHSWXDOH[SODQDWLRQVRI
NQRZOHGJHDUHH[HPSODU\LQWKLVZD\ 7KHPRVWREYLRXVFDVHVZKHUH
VXFKH[SODQDWLRQVDUHH[HPSODU\LVZKHUHWKHUHLVDGLUHFWUHODWLRQVKLS
EHWZHHQZKDWLVVHHQĪWKHREMHFWRUREMHFWVRIYLVXDOSHUFHSWLRQīDQG
WKHFRQWHQWRIWKHNQRZOHGJHħDVLQ $ɲDLU %XWLQRWKHUFDVHVYLVXDO
SHUFHSWXDOH[SODQDWLRQVPD\EHOHVVVHFXUH 7RLOOXVWUDWHZLWKDIDPLOLDU
H[DPSOH , PLJKWNQRZWKDWP\QHLJKERXULVKRPHE\VHHLQJKHUFDULQ
WKHGULYHZD\ %XWLI, H[SODLQP\NQRZOHGJHZLWKUHIHUHQFHWRWKHIDFW
WKDW, VDZKHUFDU DIROORZXSDORQJWKHOLQHVRI³\RXPD\KDYHVHHQKHU
FDUEXWGRKRZGR\RX NQRZ WKDWVKHLVKRPH´ LV LQWHOOLJLEOH Ī-XVWOLNH
ZLWKVRPHH[SODQDWLRQVRINQRZOHGJHLQWHUPVRIWHVWLPRQ\ī
3UHVXPDEO\WKLVLVEHFDXVHVXFKFDVHVLQYROYHDQHOHPHQWRIDPSOLDWLYH
LQIHUHQFH ,QPRUHSXUHFDVHV VXFKDV $ɲDLU VXFKIROORZXSVDUHKDUGWR
PDNHVHQVHRI $VD¿QDOH[DPSOH VXSSRVH, VD\³-XOLHW¶VFDULVLQWKH
GULYH´DQG\RXDVN³+RZGR\RXNQRZ"´ LILQUHVSRQVH, VD\³, FDQVHHWKH
FDULQWKHGULYH´RU³,¶PORRNLQJDWWKHFDULQWKHGULYHULJKWQRZ´ DQG
\RXVD\ ³\HVEXWKRZGR\RX NQRZ WKDWWKHFDULVLQWKHGULYH"´ ZHZRXOG

VWUXJJOHWR¿QG\RXUUHVSRQVHLQWHOOLJLEOHĪXQOHVVZHDOVRXQGHUVWRRG\RX
WREHTXHVWLRQLQJP\HQWLWOHPHQWWREHOLHYHWKDW, VDZ WKHFDUī
-LPP\
$ɲDLU LVDQH[DPSOHRIDFRQYHUVDWLRQZKLFKVDWLV¿HVWKHDERYH&RQYHUĥ
VDWLRQ6FKHPD 7RJHWVXFKH[DPSOHV WKRXJK ZHGRQ¶WKDYHWRORRNWR
FDVHVZKLFKLQYROYHWKHXVHRIDVHQWHQFHRIWKHIRUPµKRZGRHV S NQRZ
WKDW p"¶ $V, QRWHGDERYH LWLVQRW QHFHVVDU\ LQRUGHUWRDVND+RZ«" TXHVĥ
WLRQWKDWRQHXVHVVXFKDVHQWHQFHĥW\SH )RULQVWDQFH $XVWLQQRWHVWKDW
WKHTXHVWLRQµ'R\RXNQRZ"¶ LVµFRPPRQO\WDNHQDVDQLQYLWDWLRQWRVWDWH
QRWPHUHO\ ZKHWKHU EXWDOVR KRZ \RXNQRZ¶Ī S ī 3ODXVLEO\ WKHQ
RQHFDQDVND +RZ«" TXHVWLRQ LQVRPHFRQWH[WVDWOHDVW E\XWWHULQJD
VHQWHQFHRIWKHIRUPµ'R\RXNQRZWKDW p¶ĪQRGRXEWWKHVHQWHQFHĥW\SH
µ,VWKDWWUXH"¶ FDQSOD\DVLPLODUUROHLQVRPHFRQWH[WVDVZHOOī
+HUHLVDIXUWKHUH[DPSOHZKLFK¿WVWKHDERYH&RQYHUVDWLRQ6FKHPD
EXWDOVRLOOXVWUDWHVWKHFXUUHQWSRLQW FDOOLW -LPP\ &RQVLGHUWKHIROORZLQJ
H[FKDQJHEHWZHHQ-DQHDQG-DFN
-DQH $K JRRG -LPP\LVLQWRZQ , QHHGWRKDYHDZRUGZLWKKLP
-DFN 2K , WKRXJKWKHZDVLQ%DUEDGRV"
-DQH 6RGLG,EXWORRN KHLVLQWKHVWUHHWĬSRLQWLQJRXWRIWKHZLQGRZ
ZDYLQJWR-LPP\ĭ
%\YDU\LQJYDULRXVFRQWH[WXDOGHWDLOVZHFDQ SHUKDSV XQGHUVWDQG-DFN¶V
XWWHUDQFHRIWKHVHQWHQFHVSHFL¿HGDERYHDVFRQVWLWXWLQJWKHSHUIRUPDQFH
RIYDULRXVGLɱHUHQWVRUWVRIDFW %XWDQDWXUDOXQGHUVWDQGLQJRIWKLVFDVH
LVRQHRQZKLFK-DFN¶VXWWHUDQFHFRQVWLWXWHVWKHDVNLQJRID +RZ«" TXHVĥ
WLRQĪDQGWKXVVDWLV¿HVĪLīRIWKH&RQYHUVDWLRQ6FKHPDī -DFNLV LQHɱHFW
DVNLQJ-DQHWRH[SODLQKRZVKHNQRZVWKDW-LPP\LVLQWRZQ 6XSSRVH
IRULQVWDQFH WKDW-DFNGLGQ¶WQRWLFHWKDW-DQHZDVFRPPHQWLQJRQZKDW
VKHVDZWKURXJKWKHZLQGRZ DQGVRWKLVLVDQDWXUDOWKLQJIRU-DFNWR
DVN 0RUHRYHU DVNLQJWKLVTXHVWLRQDLGV-DFNLQUHVROYLQJWKHFRQÀLFWRI
LQIRUPDWLRQKHLVSUHVHQWHGZLWKħWKDWLV WKHFRQÀLFWEHWZHHQKLVSULRU
EHOLHIFRQFHUQLQJ-LPP\¶VZKHUHDERXWVDQGWKHQHZLQIRUPDWLRQRQWKDW
PDWWHUKHKDVMXVWUHFHLYHGIURP-DQH

%XWGRHV-DQH¶VUHVSRQVHWR-DFN¶V +RZ«" TXHVWLRQVDWLVI\ĪLLī" ,VLWDQ
DQVZHULQZKLFKYLVXDOSHUFHSWLRQLVSXWIRUZDUGDVWKHPHDQVE\ZKLFK
VKHNQRZV" -DQHGRHVQ¶W VWDWH WKDWVKHNQRZVE\PHDQVRIYLVXDOSHUFHSĥ
WLRQ VKHGRHVQ¶WHYHQVWDWHWKDWVKHYLVXDOO\SHUFHLYHV %XWDOOĪLLīUHTXLUHV
LVWKDWYLVXDOSHUFHSWLRQLV VRPHKRZ SXWIRUZDUGDVWKHPHDQVE\ZKLFKWKH
LQGLYLGXDOLQTXHVWLRQNQRZV $QGVXUHO\LQ -LPP\ WKLVORRVHUFRQGLWLRQ
LVVDWLV¿HG :HPLJKWVD\WKDW-DQH¶VVHFRQGXWWHUDQFHH[SOLFLWO\ LQGLFDWHV
WKDWVKHNQRZVE\YLVXDOPHDQV HYHQWKRXJKVKHGRHVQ¶WH[SOLFLWO\ VWDWH
WKDWħDVVKHPLJKW IRULQVWDQFH ZLWKDXVHRIµ, FDQVHHKLPLQWKHVWUHHW¶
+HUZRUGVDQGDFWLRQVDLGKHULQLQGLFDWLQJWKLV IRUVKHSRLQWVRXWRIWKH
ZLQGRZDQGVD\VµORRN¶ %\GRLQJWKLVVKHLQVWUXFWV-DFNDVWRZKHUHWRGLĥ
UHFWKLV JD]H LQGLFDWLQJWKDWKHVKRXOG VHH IRUKLPVHOI -DQHWKXVLQGLFDWHV
WKDWVKHNQRZVE\YLVXDOPHDQV
0RUHRYHU ZH¿QGWKLVH[SODQDWLRQRIKRZ-DQHNQRZV LQWHUPVRIKHU
YLVXDOSHUFHSWLRQ HSLVWHPLFDOO\VDWLVIDFWRU\ :HWKLQN WKDWLV WKDW-DQH¶V
H[SODQDWLRQVSHDNVWRZKDWPDNHVLWWKHFDVHWKDWVKHNQRZVUDWKHUWKDQ
PHUHO\EHOLHYHV ,WHYHQSURYLGHV-DFNZLWKDUDWLRQDOEDVLVIRUUHVROYLQJ
KLVFRQÀLFWRILQIRUPDWLRQ ,QGHHG LWZRXOGEHTXLWHLUUDWLRQDOIRU-DFN
WRVXVSHQGMXGJHPHQWRQ-LPP\¶VZKHUHDERXWV ZLWKRXWTXHVWLRQLQJZKHWKHU
-DQHGLGLQGHHGVHHZKDWVKHīHɲHFWLYHO\ĬFODLPVVKHVDZ 6RRQFHPRUHZHKDYHD
FDVHZKLFKVDWLV¿HVĪLLLī -DQH¶VUHVSRQVHLVERWKHSLVWHPLFDOO\VDWLVIDFWRU\
DQGH[HPSODU\
$VLGHIURPSURYLGLQJDIXUWKHUH[DPSOHZKLFKVDWLV¿HVWKHDERYH
&RQYHUVDWLRQ 6FKHPD WKHFXUUHQW SRLQW  LV  WKDW  LQ -LPP\ JLYHQRXU
LQWHUSUHWDWLRQRI  LW ZHKDYHDQH[DPSOHZKHUHD +RZ«" TXHVWLRQLV
DVNHGHYHQZLWKRXWWKHXVHRIDVHQWHQFHRIWKHIRUPµKRZGRHV S NQRZ
WKDW p"¶ )XUWKHUPRUH WKHTXHVWLRQĥDFWGRHVQ¶WHYHQLQYROYHDXVHRI
DQ LQWHUURJDWLYH VHQWHQFH ,WPD\EHWKDW W\SLFDOO\ TXHVWLRQVDUHDVNHG
ZLWKWKHXVHRILQWHUURJDWLYHVHQWHQFHVĪDVRSSRVHGWRVHQWHQFHVLQRWKHU
JUDPPDWLFDO PRRGVī EXWVSHHFKĥDFWVZLWKVXFKDQLOORFXWLRQDU\IRUFH
QHHGQRWLQYROYHLQWHUURJDWLYHVHQWHQFHV
2QFHPRUH WKLVLVDVSHFL¿FLQVWDQFHRIDPRUHJHQHUDOSRLQW )LHQJR¶V
SRLQW TXRWHGDERYH LVZRUWKUHLWHUDWLQJKHUHZLWKDGGHGHPSKDVLV µJHQĥ
HUDOO\DWDVNPD\EHSHUIRUPHGXVLQJ VWUXFWXUDʃ\ GLɱHUHQWWRROV¶ĪS ī $QG
LQJHQHUDOLWLVLPSRUWDQWWKDWZHGLVWLQJXLVKPRRGIURPIRUFH DV%RLVYHUW
DQG/XGZLJQRWH µDVHQWHQFHLQDQ\PRRGPD\EHXVHGWRSHUIRUPDQ\

W\SHRIVSHHFKDFW¶Ī S ī )RULQVWDQFH
µ0\FRɱHHFXSLVHPSW\¶PD\EHXVHGWRGLUHFWVRPHRQHWR¿OO
WKHFXS µ'R\RXUHDOL]HZKDWWURXEOH\RXDUHLQ"¶ PD\EHXVHG
WRDVVHUWWKDWVRPHRQHLVLQWURXEOH µ7HOOPHZKDWWLPHLWLV
SOHDVH¶PD\EHXVHGWRDVNDTXHVWLRQ µ, ZLOOEHWKHUHZLWKRXW
IDLO¶PD\EHXVHGWRPDNHDSURPLVH µ,QP\RSLQLRQKHLVVDIH¶
PD\EHXVHG E\DQXPSLUH WRGHFODUHDUXQQHUVDIH µ:KDWD
IRROKHLV¶ PD\EHXVHGWRPDNHDQDVVHUWLRQDQGµ,VQ¶WKHWKH
FXWHVWWKLQJ"¶ PD\EHXVHGWRSHUIRUPDQH[SUHVVLYHĪS ī
6RLWVKRXOGFRPHDVQRVXUSULVHWKDWD+RZ«" TXHVWLRQFDQEHDVNHGZLWK
WKHXVHRIDVHQWHQFHĥW\SHZKLFKLVQHLWKHUĪDīRQHZKLFKLVXVHGLQZKDW
ZHPLJKWWKLQNRIDVWKH FDQRQLFDO ZD\RIH[SUHVVLQJVXFKTXHVWLRQVĪZKHUH
WKDWZRXOGEHWRXWWHUDVHQWHQFHRIWKHIRUPµKRZGRHV S NQRZWKDW p"¶ī
QRUHYHQĪEīLQWKHLQWHUURJDWLYHPRRGħWKHPRRGW\SLFDORIVHQWHQFHV
XVHGLQWKHDVNLQJRITXHVWLRQV
 )XUWKHU&RPSOH[LWLHVRI/DQJXDJH8VH
:HFDQVHH WKHQ WKDWDVNLQJ +RZ«" TXHVWLRQVLVQRWDVVLPSOHDVPHUHO\
XWWHULQJDVHQWHQFHRIWKHIRUPµKRZGRHV S NQRZWKDW p"¶ ,WLVZRUWK
QRWLQJWKLVDQGRWKHUFRPSOH[LWLHVVRDVQRWWRVXFFXPEWRDGLVWRUWHG
ZD\RIWKLQNLQJDERXW +RZ«" TXHVWLRQVDQGĪXOWLPDWHO\īWKHFRQWHQWRI
RXUFRPPLWPHQWVUHJDUGLQJYLVXDOSHUFHSWLRQ¶VHSLVWHPLFVLJQL¿FDQFH ,I
ZHZDQWWR¿QGZKDWDGGLWLRQDOFRQWHQWWKHUHLVWRRXULGHDRIYLVXDO
SHUFHSWLRQ¶VHSLVWHPLFVLJQL¿FDQFHE\ORRNLQJWRRXUWKRXJKWDQGWDON
WKHQZHKDGEHWWHUQRWUHSUHVHQWWKDWWKRXJKWDQGWDONLQVXFKDZD\
WKDWEHWUD\VLWVWUXHħFRPSOH[ PHVV\ħQDWXUH 7KLVLVZK\, KDYHEHHQ
VSHQGLQJWLPHGLVFXVVLQJWKHVHFRPSOH[LWLHV
,QDVLPLODUYHLQZHVKRXOGDOVRHPSKDVL]HWKDWGLVWLQFWVSHHFKĥDFWV
ZLWKWKHVDPHIRUFH VHQWHQWLDOVWUXFWXUH DQGFRQWHQW FDQEHTXLWHGLɱHUĥ
HQW :HFDQDSSUHFLDWHWKLVODVWSRLQW ZLWKUHVSHFWWR +RZ«" TXHVWLRQV
E\GUDZLQJRQ$XVWLQ¶VGLVWLQFWLRQEHWZHHQ +RZ«" TXHVWLRQĥDFWVZKLFK
DUHSRLQWHGDQGWKRVHZKLFKDUHQ¶WĪVHH S ī $ +RZ«" TXHVWLRQ
PD\ZHOOEHDVNHG $XVWLQQRWHV µRQO\RXWRIUHVSHFWIXOFXULRVLW\ IURPD
JHQXLQHGHVLUHWROHDUQ¶ ,QWKLVVRUWRIFDVHWKHUHLVQRFULWLFDODVSHFWWR

WKHDVNLQJRIWKH +RZ«" TXHVWLRQ ,QDVNLQJLW RQHGRHVQ¶WPHDQWR FKDOĦ
OHQJH WKHLQGLYLGXDO %XW $XVWLQVD\V D+RZ«" TXHVWLRQPD\DOVREHDVNHG
DVDµSRLQWHG ¶ TXHVWLRQ :KHQRQHDVNVD +RZ«" TXHVWLRQDVDSRLQWHG
TXHVWLRQWKHUHLVDVXJJHVWLRQWKDWSHUKDSVWKHUHOHYDQWLQGLYLGXDOGRHVQ¶W
NQRZWKHUHOHYDQWSURSRVLWLRQDWDOO ,QVXFKDFDVH RQH¶VTXHVWLRQĥDFWLV
PRUHFULWLFDO LWFRQVWLWXWHVPRUHRIDFKDOOHQJHWRWKHLQGLYLGXDO
7RLOOXVWUDWH VXSSRVHWKDWZHWDNHDFRXQWU\ZDONWRJHWKHU ZHDUH
VXUURXQGHGE\ DPRQJRWKHUWKLQJV ZLOGOLIH 6XSSRVHWKDW, FODLPWKDW
WKHELUGEHIRUHXVLVDJROG¿QFK 7KLVLVDFDVHZKHUH, H[SRVHP\VHOIWR
D +RZ«" TXHVWLRQ ZKLFK\RXDVNE\XWWHULQJWKHVHQWHQFHµ+RZGR\RX
NQRZWKDWLWLVDJROG¿QFK"¶ 1RZ DV$XVWLQVD\V LQDVNLQJWKHTXHVWLRQ
³+RZGR\RXNQRZ"´ \RXDUHQRWWDNHQWRKDYH TXHULHGP\
FUHGHQWLDOVDVVWDWHG WKRXJK\RXKDYHDVNHGZKDWWKH\ZHUH QRU
KDYH\RX GLVSXWHGP\IDFWV ĪWKHIDFWVRQZKLFK, DPUHO\LQJWR
SURYHLW¶VDJROG¿QFKī WKRXJK\RXKDYHDVNHGPHWRGHWDLO
WKHP ĪS ī
,QVRIDUDV\RXUDFWLVDV$XVWLQGHVFULEHV\RXUTXHVWLRQLVQRWDVNHGDVD
SRLQWHGTXHVWLRQ <RXULQWHUHVWPD\ IRULQVWDQFH EHLQOHDUQLQJDERXW
ELUGFODVVL¿FDWLRQ DQGSHUKDSV\RX DVVXPLQJWKDW, NQRZZKDW, DP
WDONLQJDERXW MXVWZDQWWROHDUQIURPPH
%XWDQDFWZLWKWKDWYHU\VDPHIRUFH VHQWHQWLDOVWUXFWXUH DQGFRQWHQW
PD\ZHOOEHDVNHGDVDSRLQWHGTXHVWLRQ )RULQVWDQFH VXSSRVH\RXDUH
VRPHWKLQJRIDELUGH[SHUW %XWLWLVFOHDUWR\RXWKDW, DPUDWKHULJQRUDQW
ZKHQLWFRPHVWRVXFKWKLQJV 7KXV ZKHQ, DVVHUWWKDWWKHELUGEHIRUH
XVLVDJROG¿QFK DQG, DPFRUUHFW \RXVXVSHFWJXHVVZRUN DQGWKXVSXW
WRPHWKHTXHVWLRQRIKRZ, NQRZWKDWLWLVDJROG¿QFK ,QWKLVFDVH \RXU
TXHVWLRQLVSRLQWHG ,QDVNLQJWKHTXHVWLRQ\RXWKHUHE\FKDOOHQJHPHWR
MXVWLI\P\DVVHUWLRQħVRPHWKLQJ, FDQDWWHPSWWRGRE\VSHFLI\LQJWKH
PHDQVE\ZKLFK, ĪWKLQN,ī NQRZWKDWLW¶VDJROG¿QFK
/RRNLQJEDFN SODXVLEO\-DQH¶V +RZ«" TXHVWLRQLQ $ɲDLU ZDV SRLQWHG
-DQHWRRN-DFN¶VDVVHUWLRQWKDW-RHKDGNLVVHGDQRWKHUZRPDQWREHLQ
QHHGRIGHIHQFHħDGHIHQFH-DFNJLYHVE\VSHFLI\LQJWKHPHDQVE\ZKLFK
KHNQRZV %XW-DFN¶V +RZ«" TXHVWLRQLQ -LPP\ ZDVQ¶WDSRLQWHGTXHVĥ
WLRQ +HGLGQ¶WPHDQWRFKDOOHQJH-DQH¶VDVVHUWLRQ EXWDVNDERXWLWVEDVLV
VRDVKHFRXOGUDWLRQDOO\GHFLGHIRUKLPVHOIRQWKHZKHUHDERXWVRI-LPP\

:HFDQDGPLWWRRWKDW +RZ«" TXHVWLRQĥDFWVFDQEHPRUHRUOHVVSRLQWHG
GHSHQGLQJRQDQXPEHURIWKLQJV )RULQVWDQFH KRZFULWLFDODPRRGLV
WKHTXHVWLRQHULQ" +RZVXVSLFLRXVDUHWKH\RI ZKHWKHU WKHLQGLYLGXDOLQ
TXHVWLRQNQRZVWKHJLYHQSURSRVLWLRQ" +RZLPSRUWDQWLVLW IRUWKHTXHVĥ
WLRQHU WKDWWKHLQGLYLGXDOLQTXHVWLRQ GRHV NQRZWKHJLYHQSURSRVLWLRQ"
$QGVRRQ
7KHSRLQWWKDWVSHHFKĥDFWVZLWKWKHVDPHIRUFH VHQWHQWLDOVWUXFWXUH
DQGFRQWHQWĪLQVRPHVHQVHRIµFRQWHQW¶ZKLFKLVQ¶WQHFHVVDULO\VHPDQĥ
WLFLQWKHVWULFWDQGWHFKQLFDOVHQVHZKLFKPLQLPDOLVWVLQVLVWXSRQī FDQ
QRQHWKHOHVVGLɱHULQDQXPEHURILQWHUHVWLQJZD\VVKRXOGFRPHDVQRVXUĥ
SULVH 7KHUHDUHPDQ\IHDWXUHVZKLFKFDQPDNHIRUVLJQL¿FDQWGLɱHUHQFHV
ĪRIPDQ\NLQGVīEHWZHHQRWKHUZLVHVLPLODUVSHHFKDFWV 5HJDUGLQJTXHVĥ
WLRQDFWV IRULQVWDQFH WKHZD\RUPDQQHULQZKLFKDTXHVWLRQLVDVNHGLV
VLJQL¿FDQWĪZKHUHWKDWLVGHWHUPLQHGE\HJ VXFKSURSHUWLHVDVWKHWRQH
RIYRLFHDQGRWKHUDXGLWRU\SKRQHWLFIHDWXUHV DQGIHDWXUHVRIRQH¶VERG\
ODQJXDJHLQDVNLQJWKHTXHVWLRQ HJ H\HFRQWDFW KDQGDQGIDFLDOJHVĥ
WXUHV SRVWXUH DQGVRRQī 7KHZD\LQZKLFKDTXHVWLRQLVDVNHGFDQĪDW
OHDVWSDUWLDOO\īGHWHUPLQHDOOVRUWVRIGLɱHUHQWFKDUDFWHUL]DWLRQVRIWKDW
DFW HJ DVDQ DʁUHVVLYH DFW RUDVD VHQVLWLYH DFW
7KDW +RZ«" TXHVWLRQDFWVFDQGLɱHULQVLJQL¿FDQWZD\VĪHJ SRLQWĥ
HGQHVVīZKLFKDUHQ¶WGHWHUPLQHG RUDWOHDVWIXOO\GHWHUPLQHG E\WKHLU
IRUFH VHQWHQWLDOVWUXFWXUHDQGFRQWHQW LVDVSHFL¿FLQVWDQFHRIWKLVJHQĥ
HUDOIDFWDERXWVSHHFKĥDFWVPHQWLRQHGħDIDFWRIIDUPRUHFRPSOH[LW\
WKDQ, KDYHUHSUHVHQWHGKHUH $OWKRXJKZHKDYHXWLOL]HGWKHDERYH&RQĥ
YHUVDWLRQ6FKHPDLQJXLGLQJRXUGLVFXVVLRQ WKHUHVXOWLVQRWDQDUWL¿FLDO
UHSUHVHQWDWLRQRIRXURUGLQDU\WKRXJKWDQGWDON IRUZHDUHQRWLJQRULQJ
EXWHPEUDFLQJWKHYDULRXVFRPSOH[LWLHVLQYROYHGLQDFRQYHUVDWLRQ¿WWLQJ
WKDWVFKHPD
'HVSLWHWKHVHFRPSOH[LWLHVLWLVFOHDUWKDWWKHUHDUHRUGLQDU\FRQYHUĥ
VDWLRQVZKLFK¿WWKDWVFKHPD DQGKHQFHLWLVSODXVLEOHWRVXSSRVHWKDWZH
GRWKLQNWKDWYLVXDOSHUFHSWLRQKDVWKHNQRZOHGJHĥH[SODLQLQJUROHZKLFK
WKHH[SODQDWRU\FKDUDFWHUL]DWLRQFDSWXUHV

 &RQFOXVLRQ
:HFRQFHLYHRIYLVXDOSHUFHSWLRQDVHSLVWHPLFDOO\VLJQL¿FDQW 7KHTXHVĥ
WLRQ, KDYHEHHQDGGUHVVLQJLQWKLV&KDSWHUDQGWKHSUHYLRXV&KDSWHU
LV KRZVKRXOGZH FKDUDFWHUL]H WKDWLGHD" , KDYHRɱHUHGDQH[SODQDWRU\
FKDUDFWHUL]DWLRQRIWKDWLGHD 2QWKHH[SODQDWRU\FKDUDFWHUL]DWLRQ RXU
SUHĥWKHRUHWLFLGHDKDVWKLVFRQWHQW YLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJ
WKDWLV YLVXDOSHUFHSWLRQLVFDSDEOHRIH[SODLQLQJNQRZOHGJHRIDUHVWULFWHGUDQJHRI
SURSRVLWLRQVīKRZVRPH S NQRZVVRPH p LQWKDWUDQJHĬLQDQHSLVWHPLFDʃ\VDWLVIDFĦ
WRU\ZD\ , KDYHQRWEHHQFRQFHUQHGZLWKZKHWKHUYLVXDOSHUFHSWLRQ LV D
PHDQVRINQRZLQJĪLQWKHVHQVHVSHFL¿HGLQWKHH[SODQDWRU\FKDUDFWHULĥ
]DWLRQī , KDYHWULHG LQVWHDG LQWKHFXUUHQW&KDSWHU WR¿QGVXSSRUWIRU
WKHFODLPWKDWWKHH[SODQDWRU\FKDUDFWHUL]DWLRQDFFXUDWHO\UHÀHFWVKRZ
ZHRUGLQDULO\WKLQNRIYLVXDOSHUFHSWLRQDQGLWVHSLVWHPLFVLJQL¿FDQFH
7RWKLVHQG, KDYHRXWOLQHGVRPHRIWKHJHQHUDOIHDWXUHVRIH[SODĥ
QDWLRQVHHNLQJDFWV DQGWKHQVRPHVSHFL¿FIHDWXUHVRIRXUSUDFWLFHRI
VHHNLQJH[SODQDWLRQVRINQRZOHGJH :HVHHNVXFKH[SODQDWLRQV , VXJĥ
JHVWHG E\DVNLQJ +RZ«" TXHVWLRQV 6XFKTXHVWLRQDFWVDUHHSLVWHPLFDOO\
IRFXVHGH[SODQDWLRQVHHNLQJDFWV UHJDUGLQJWRSLFVRIWKHIRUP S NQRZV
WKDW p ZKLFKGHPDQGHSLVWHPLFDOO\IRFXVHGUHVSRQVHV JLYHQLQWHUPVRI
WKHĪSXWDWLYHīPHDQVE\ZKLFK S NQRZVWKDW p 0HDQVH[SODQDWLRQVRI
NQRZOHGJHDUHHSLVWHPLFDOO\IRFXVHG 6XFFHVVIXORUJRRGPHDQVH[SODQDĥ
WLRQVRINQRZOHGJHDUHHSLVWHPLFDOO\VDWLVIDFWRU\ 7KLVLVSDUWO\EHFDXVH
WKH\VSHFLI\VRPHWKLQJħDPHDQVRINQRZLQJħZKLFKLVWKDW RUDQHOHĥ
PHQWRIWKDWLQYLUWXHRIZKLFK S JHQXLQHO\ NQRZV WKDW p
, WKHQORRNHGWRVRPHFRQYHUVDWLRQDOVLWXDWLRQVLQZKLFKVXFKH[SODĥ
QDWLRQVDUHVRXJKW DQGJLYHQLQWHUPVRIYLVXDOSHUFHSWLRQ 0RUHRYHU ,
ORRNHGWRSHUIHFWO\RUGLQDU\FDVHVZKHUHYLVXDOSHUFHSWXDOUHVSRQVHVDUH
HSLVWHPLFDʃ\ VDWLVIDFWRU\DQG H[HPSODU\ , IRFXVHGDORWRQWKHFDQRQLFDO
ZD\RIDVNLQJ +RZ«" TXHVWLRQVĪWKDWLV ZLWKVHQWHQFHVRIWKHIRUPµKRZ
GRHV S NQRZWKDW p"¶ī %XW, DOVRGHPRQVWUDWHGKRZ +RZ«" H[SODQDWLRQ
VHHNLQJDFWVGRQ¶WKDYHWRLQYROYHVXFKVHQWHQFHĥW\SHV 'LVFXVVLQJVXFK
FRPSOH[LWLHV DQGRWKHUFRPSOH[LWLHVLQYROYHGLQDFRQYHUVDWLRQVDWLVI\ĥ
LQJWKHFRQGLWLRQVRIWKH&RQYHUVDWLRQ6FKHPD DOORZHGXVWRDYRLGD
GLVWRUWHGUHSUHVHQWDWLRQRIRXURUGLQDU\WDON *LYHQP\JRDOVKHUH LWZDV
LPSRUWDQWQRWWRLJQRUHWKHWUXHQDWXUHRIVXFKWDON

, IRFXVHGPDLQO\RQMXVWWZRH[DPSOHVĪ$ɲDLU DQG -LPP\ī EXWWKH\DUH
UHSUHVHQWDWLYHRIWKHVRUWVRIH[SODQDWLRQVLQWHUPVRIYLVXDOSHUFHSWLRQ
WKDWZHDUHOLDEOHWRJLYHLQRXURUGLQDU\WDON 7KURXJKRXWWKHFRXUVHRI
WKLV&KDSWHU DQGWKHSUHYLRXV&KDSWHU , KDYHDSSHDOHGWRYDULRXVRWKHU
H[DPSOHVZKLFKZHPLJKWUHÀHFWXSRQLQWKHVDPHZD\DQGGUDZWKHVDPH
FRQFOXVLRQVIURP IRULQVWDQFH
Ī4ī +RZGR\RXNQRZWKDWOLJKWHULVXQGHUWKHGHVN"
Ī$ī , FDQVHHLW Ī7KLVLV&DVVDP¶VH[DPSOHī
Ī4ī +RZGR\RXNQRZWKDWWKHOHPRQEHIRUH\RXLV\HOORZ"
Ī$ī , FDQVHHWKDWLWLV\HOORZ
Ī4ī +RZGR\RXNQRZWKDW\RXUFRS\RI 1DPLQJDQG1HFHVVLW\ LVRQWKH
GHVN"
Ī$ī , FDQVHHLW, FDQVHHWKDWLWLVRQWKHGHVN
Ī4ī +RZGR\RXNQRZWKDWWKHUHLVSHDQXWEXWWHULQWKHFXSERDUG"
Ī$ī , FDQVHHWKDWWKHUHLVSHDQXWEXWWHULQWKHFXSERDUG
Ī4ī +RZGR\RXNQRZWKDW-XOLHW¶VFDULVLQWKHGULYH"
Ī$ī , FDQVHH-XOLHW¶VFDULQWKHGULYH
$QGVRRQ :HFDQLPDJLQHVXFKTXHVWLRQVDQGDQVZHUVEHLQJHPEHGGHG
LQFRQYHUVDWLRQVZKLFKVDWLVI\WKH&RQYHUVDWLRQ6FKHPD DQGVRSURYLGH
IXUWKHUVXSSRUWIRUWKHFODLPWKDWWKHH[SODQDWRU\FKDUDFWHUL]DWLRQ,
KDYHRɱHUHGGRHVDFFXUDWHO\UHÀHFWNH\DVSHFWVRIRXURUGLQDU\WKRXJKW
DQGWDONDERXWYLVXDOSHUFHSWLRQDQGNQRZOHGJH
, WXUQQRZWRWKH TXHVWLRQRI KRZZHVKRXOG DFFRXQW  IRU YLVXDO SHUĥ
FHSWLRQ¶V  HSLVWHPLF  VLJQL¿FDQFH :KDW PDNHV  LW  WKH  FDVH WKDW  YLVXDO

SHUFHSWLRQLVHSLVWHPLFDOO\VLJQL¿FDQWLQWKHZD\ZHWKLQNLWLV" 7KLV
TXHVWLRQFDQQRZEHIRUPXODWHGLQWHUPVRIZKDWLWLVDERXWYLVXDOSHUĥ
FHSWLRQDQGNQRZOHGJHZKLFKLVVXFKWKDWDYLVXDOSHUFHSWXDOH[SODQDWLRQ
RINQRZOHGJHWKDW p FDQVDWLVIDFWRULO\ VSHFLI\WKDW RUDQHOHPHQWRI
WKDW LQYLUWXHRIZKLFK S JHQXLQHO\NQRZVWKDW p ĪDVRSSRVHGWRPHUHO\
EHOLHYHVWKDW pī"

3DUW ,,
7KH([SODQDWRU\3DUW

&KDSWHU
9LVXDO3HUFHSWLRQDV5HDVRQ
*LYLQJīĬ
 ,QWURGXFWLRQ
)URPQRZRQ , DPJRLQJWRDVVXPHWKDWYLVXDOSHUFHSWLRQLVDVZHRUGLĥ
QDULO\FRQFHLYHRILWWREHħWKDWRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSĥ
WLRQDQGLWVHSLVWHPLFVLJQL¿FDQFH RXWOLQHGLQ3DUW,UHÀHFWVIDFWVDERXW
YLVXDOSHUFHSWLRQ 7KHWDVNRIWKHQH[WWZR&KDSWHUVLVWRH[SORUHZKDW
PDNHVLWWKHFDVHWKDWYLVXDOSHUFHSWLRQLVHSLVWHPLFDOO\VLJQL¿FDQWLQWKH
ZD\ZHWKLQNLWLV )ROORZLQJ&DVVDP,¶OOFDOOWKLVWKH TXHVWLRQRIH[SODQDĦ
WLRQ Ī S ī 7KHTXHVWLRQRIH[SODQDWLRQFRQFHUQVZKDWDFFRXQW
ZHVKRXOGJLYHRIWKHIDFWWKDWYLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJ"
&DQZHH[SODLQ WKDWLV WKHIDFWWKDWYLVXDOSHUFHSWLRQFDQEHWKHRUDQ
HOHPHQWRIWKDWLQYLUWXHRIZKLFKVRPH S NQRZVħDVRSSRVHGWRPHUHO\
EHOLHYHVħVRPH p" 7KHTXHVWLRQFRQFHUQVVRPHRIWKHJHQHUDOHQDEOLQJ
FRQGLWLRQVRQYLVXDOSHUFHSWXDOH[SODQDWLRQVRINQRZOHGJH ,QVHFWLRQ
Īī, GLVFXVVWKHTXHVWLRQRIH[SODQDWLRQLQDOLWWOHPRUHGHWDLO
,QWKHVH&KDSWHUV, ZLOOWU\WRVXSSRUWD5HDVRQV$QVZHU WRWKHTXHVWLRQ
RIH[SODQDWLRQ $5HDVRQV$QVZHUVD\VWKDWSDUWRIZKDWPDNHVLWWKHFDVH
WKDWYLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJLVWKDWLWKDVDUHDVRQJLYLQJ
UROH 0RUHH[DFWO\
5HDVRQV$QVZHU
%HFDXVHRILWVQDWXUH VHHLQJ x LVDPHDQVRINQRZLQJLQWKDW
ZKHQ S NQRZVWKDW p E\VHHLQJ x LWLVDWOHDVWSDUWO\EHFDXVH
VHHLQJ x HQVXUHVWKDWVRPHFRQVWLWXWLYHFRQGLWLRQRQNQRZOĥ

HGJHLVVDWLV¿HG QDPHO\WKDW S KDVJRRGUHDVRQVWREHOLHYH
WKDW p
6RPHTXDOL¿FDWLRQV ĪDī,¶OOUHVWULFWDWWHQWLRQWRMXVWDUDQJHRIFDVHV ,
ZLOOIRFXVRQMXVWEDVLFFDVHV 5RXJKO\ WKHVHDUHFDVHVZKHUHĪLī p FRQĥ
FHUQVWKHREMHFWRIYLVXDOSHUFHSWLRQ x DQGĪLLī p LVDSURSRVLWLRQZKLFK
UHSUHVHQWV x DV F ZKHUH F LVDIHDWXUHZKLFKZHLQWXLWLYHO\WDNHWREH
DYLVLEOHIHDWXUHĪLQWKHSKHQRPHQRORJLFDOVHQVHGLVFXVVHGLQ&KDSWHU 
DERYHī 6XFKIHDWXUHVLQFOXGH EHLQJUHG EHLQJFXELFLQVKDSH KDYLQJVXFKĦDQGĦ
VXFKDWH[WXUH DQGVRRQ EXWQRW EHORQJLQJWR-RQHV KDYLQJVXFKĦDQGĦVXFKDQ
DWRPLFVWUXFWXUH DQGVRRQ 7KXV , DPLQWHUHVWHGLQFDVHVZKHUHRQHFDQ
NQRZWKDWWKHOHPRQEHIRUHRQHLV\HOORZRQWKHEDVLVRIVHHLQJWKHOHPRQ
ĪVD\ī %XW, ZLOOEUDFNHWFDVHVVXFKDVFDVHVZKHUHRQHNQRZVWKDWRQH¶V
QHLJKERXULVDWKRPHEHFDXVHWKH\FDQVHHWKHLUQHLJKERXU¶VFDULQWKH
GULYHZD\ , ZLOODOVREUDFNHWFDVHVZKHUHRQHFDQVHHWKDWWKHOHPRQEHĥ
ORQJVWR-RQHVħFDVHVZKHUHRQHNQRZV RQWKHEDVLVRIYLVLRQ WKDWWKH
OHPRQEHORQJVWR-RQHVĪHJ EHFDXVHRIDQHYLGHQWLDOOLQNEHWZHHQZKDW
RQHVHHV DQGWKHFRQWHQWLQTXHVWLRQī ĪEī, XQGHUVWDQGDQ\VSHFL¿F5HDĥ
VRQV$QVZHUWREHDSDUWLDODQVZHUWRWKHTXHVWLRQRIH[SODQDWLRQ 6XFK
DQDQVZHUJLYHVDWEHVWSDUWRIWKHH[SODQDWLRQRIYLVXDOSHUFHSWLRQ¶VHSLVĥ
WHPLFVLJQL¿FDQFH , FDQ¶WLPDJLQHWKDWFRQVLGHUDWLRQVRI VD\ UHOLDELOLW\
DUHQRWDOVRUHOHYDQWWRYLVXDOSHUFHSWLRQ¶VHSLVWHPLFVLJQL¿FDQFH %XW,
ZLOOEUDFNHWWKDW ĪFī, ZDQWWREULQJRXWWKDWVRPHIRUPRI5HDVRQV$Qĥ
VZHULVDJRRGDQGSODXVLEOHSDUWLDODQVZHUWRWKHTXHVWLRQRIH[SODQDWLRQ
7KHDLPLVQRWWRHVWDEOLVKLW RUSURPRWHLWDERYHDOWHUQDWLYHV
2QHSKLORVRSKHUZKRKDVWKHUHVRXUFHVDWKLVGLVSRVDOWRJLYHD5HDĥ
VRQV$QVZHUWRWKHTXHVWLRQRIH[SODQDWLRQLV0F'RZHOO , ZLOOIRFXVP\
GLVFXVVLRQDURXQG0F'RZHOO¶VYLHZV DQGWKHSURVSHFWVIRUD0F'RZĥ
HOOLDQYHUVLRQRIWKH5HDVRQV$QVZHU
$ 5HDVRQV$QVZHULQYROYHVWKUHHFUXFLDOFODLPV
Īī .QRZOHGJHLVFRQVWLWXWLYHO\VXEMHFWWRDUHDVRQVFRQGLWLRQ
Īī 9LVXDOSHUFHSWLRQFDQPDNHLWWKHFDVHWKDWWKHUHDVRQVFRQGLWLRQ
RQNQRZOHGJHLVVDWLV¿HG
Īī 9LVXDOSHUFHSWLRQFDQPDNHLWWKHFDVHWKDWWKHUHDVRQVFRQGLWLRQ
RQNQRZOHGJHLVVDWLV¿HGEHFDXVHRILWVQDWXUH

,QVHFWLRQĪī, RɱHUVRPHEDVLFFRQVLGHUDWLRQVZKLFKVXJJHVWWKDWĪī
LVSODXVLEOHĪDQGLQWKHGLVFXVVLRQRI0F'RZHOOLQVHFWLRQĪī, GHIHQG
WKHFRQGLWLRQDVLWDSSOLHVWRYLVXDOO\EDVHGNQRZOHGJHIURPVRPHVDOLHQW
FULWLFLVPVī 0XFKRIWKHGLVFXVVLRQLQZKDWIROORZVZLOOLQYROYHH[DPĥ
SOHVZKHUHLQZHFDQDSSUHFLDWHWKDWĪīLVSODXVLEOH 7RVXSSRUWĪīZH
PLJKWORRNDWWKHRULHVRIYLVXDOSHUFHSWLRQħWKHRULHVZKLFKWHOOXVZKDW
WKHQDWXUHRIVXFKSHUFHSWLRQLV RUJLYHDFFRXQWVRIFRQVWLWXWLYHDVSHFWV
RIYLVXDOSHUFHSWLRQ 7KHSODXVLELOLW\RIĪīPLJKWWKHQEHWKRXJKWWRGHĥ
SHQGXSRQKDYLQJDJRRGWKHRU\RIVHHLQJLQYLHZZKLFKPDNHVLWFOHDU
WKDWYLVXDOSHUFHSWLRQLVUHDVRQJLYLQJEHFDXVHRIWKHQDWXUHLWKDVĪDFĥ
FRUGLQJWRWKHWKHRU\¶VYLHZRILWVQDWXUHī &DOOWKLVWKH 7KHRU\6WUDWHJ\ IRU
PRWLYDWLQJĪī
)RUWKHPRVWSDUW, ZLOOJRDORQJZLWKWKH7KHRU\6WUDWHJ\ 7KHWKHĥ
RULHV, ZLOOFRQVLGHUDUH0F'RZHOO¶VWKHRU\RIVHHLQJĪWKLV&KDSWHU VHFĥ
WLRQVĪīĦĪīī DQGUHODWLRQDOLVWYLHZVRIVHHLQJĪQH[W&KDSWHUī 7KH
FRQFOXVLRQRIWKLV&KDSWHUħVHHVHFWLRQĪīħZLOOEHWKDWWKH0F'RZĥ
HOOLDQ5HDVRQV$QVZHU DQGVRVRPHVRUWRI5HDVRQV$QVZHU ORRNVSODXĥ
VLEOHZLWKUHVSHFWWRĪīDQGĪī 7KLVFRQVWLWXWHVDSDUWLDOGHIHQFHRID
5HDVRQV$QVZHU
1RZ LIZHDFFHSW0F'RZHOO¶VWKHRU\RIVHHLQJ WKDWSXWVĪīLQDJRRG
OLJKWWRR &DQZHVD\ WKHQ WKDWD5HDVRQV$QVZHUORRNVJRRGDQGSODXVLĥ
EOHEHFDXVHD0F'RZHʃLDQ 5HDVRQV$QVZHUGRHV" ,WGHSHQGVRQZKHWKHU
WKHUHLVDJRRGUHDVRQWRDFFHSW0F'RZHOO¶VWKHRU\RIVHHLQJ $WDJHQĥ
HUDOOHYHO0F'RZHOODUJXHVWKDWVHHLQJFDQQRWEHUHDVRQJLYLQJĪZKLFKKH
WKLQNVLWLVīXQOHVVLWLVFRQFHLYHGDORQJWKHOLQHVRIKLVWKHRU\ ,Q&KDSĥ
WHU  , ZLOOTXHVWLRQWKLVDUJXPHQW , ZLOOSURFHHGGLDOHFWLFDOO\ , ZLOO
VKRZKRZQRQĥ0F'RZHOOLDQUHODWLRQDOLVWYLHZVJLYHDFFRXQWVRIWKHQDĥ
WXUHRIVHHLQJRQZKLFKZHFDQKROGRQWRĪī , ZLOOWKHQUHEXWVRPHOLNHO\
0F'RZHOOLDQFULWLFLVPVRIWKLVVXJJHVWLRQ 7KXV DEVHQWIXUWKHUFRQVLGĥ
HUDWLRQV ZHGRQ¶W¿QGVXSSRUWIRUĪīLQD0F'RZHOOLDQ5HDVRQV$QVZHU
DVRSSRVHGWR VD\ DUHODWLRQDOLVW5HDVRQV$QVZHU Ī7REHFOHDU, GRQ¶W
DUJXHDJDLQVW0F'RZHOO¶V WKHRU\ RIVHHLQJ QRU IRU DUHODWLRQDOLVWYLHZ ,
DUJXHMXVWWKDW0F'RZHOO¶VWKHRU\LVQRWUHTXLUHGWRVHHKRZLWFDQEHRI
WKHQDWXUHRIVHHLQJWKDWLWKDVDUHDVRQJLYLQJUROHī
7KDWOHDYHVXVZLWK0F'RZHOOLDQDQGUHODWLRQDOLVWZD\VRIKROGLQJRQ
WRĪīħDQGRIFRXUVH WKHUHDUHRWKHUYLHZVRIVHHLQJZKLFKZLOOVXVWDLQĪī

HJ 3HDFRFNHĪ ī ZKLFK, ZRQ¶WGLVFXVVKHUH 7RFRPSOHWHWKH
WDVNRIVXSSRUWLQJD5HDVRQV$QVZHUGRZHQRWQHHGWRZRUNRXWZKLFK
WKHRU\RIVHHLQJWRDFFHSW" ,IWKH7KHRU\6WUDWHJ\ LVFRUUHFW WKHQ\HVZHGR
%XWWKHUHLVQRREYLRXVUHDVRQWRWKLQNWKDWWKH7KHRU\6WUDWHJ\ LV FRUĥ
UHFW 7KHGLVFXVVLRQRIWKH0F'RZHOOLDQDQGUHODWLRQDOLVWYLHZV , FODLP
KHOSVXVWRVHHKRZLWFDQEHRIWKHQDWXUHRIVHHLQJWKDWLWLVUHDVRQJLYLQJ
EHFDXVHVHHLQJFRQVWLWXWLYHO\KDVVRPHRIWKHIHDWXUHVZHRUGLQDULO\VXSĥ
SRVHWKDWLWKDV %XWZKDWLVQRWREYLRXVLVZKHWKHUDFNQRZOHGJLQJWKLV
UHTXLUHVDQ\SDUWLFXODU WKHRU\ RIWKRVHIHDWXUHV 7KXV P\WHQWDWLYHFRQĥ
FOXVLRQZLOOEHWKDWZHKDYHVXSSRUWIRUĪī DQGKHQFHD5HDVRQV$QVZHU
ZKLFKLVUHODWLYHO\WKHRU\QHXWUDO
 7KH4XHVWLRQRI([SODQDWLRQ
 :K\$VN,W"
,QWKLV&KDSWHU, ZDQWWRĪSDUWLDOO\īH[SODLQWKHFDSDFLW\YLVXDOSHUFHSĥ
WLRQKDVRIH[SODLQLQJNQRZOHGJHLQDQHSLVWHPLFDOO\VDWLVIDFWRU\ZD\ĪLQ
VKRUW WKHIDFWWKDWYLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJī 7KLVLVWKH
TXHVWLRQRIH[SODQDWLRQ , WKLQNWKHUHLVDJHQXLQHTXHVWLRQKHUH ZRUWK\
RIDWWHQWLRQ %XW, GRQ¶WVXSSRVHHYHU\RQHZLOODJUHHWRWKLV 6R ZLWKRXW
DWWHPSWLQJWRSHUVXDGHDQ\RQHZKRGLVDJUHHV LWLVSHUKDSVZRUWKSDXVLQJ
WRVD\DWOHDVWZK\ , WKLQNWKHUHLVDTXHVWLRQZRUWKSXUVXLQJKHUH
&RQVLGHUWKHVHVHHPLQJO\XQGHQLDEOHFODLPV VHHLQJDQREMHFWFDQEH
DZD\RIFRPLQJWRNQRZZKDWFRORXUWKHREMHFWKDV )HHOLQJDQREMHFWLV
DWOHDVWQRWW\SLFDOO\DZD\RIFRPLQJWRNQRZZKDW FRORXU LWKDV 6HHLQJ
D\HOORZOHPRQFDQ\LHOGNQRZOHGJHWKDWLWLV\HOORZ EXWKRSLQJWKDWWKH
OHPRQLV\HOORZFDQ¶W ,WVHHPVREYLRXVWKDW, FDQNQRZWKDWWKHOHPRQ
EHIRUHPHLV\HOORZE\VHHLQJLW EXWZHZRXOGKDYHWR¿QGUDWKHUVSHFLDO
FLUFXPVWDQFHVWR¿QGDFDVHZKHUH, FDQNQRZWKDWLWLV\HOORZE\ VD\
UXQQLQJP\ÀQJHUDURXQGLW $QGKRSLQJWKDWWKHOHPRQLV\HOORZLVVXUHO\
QRWDZD\RINQRZLQJWKDWFRQWHQW 7KHHSLVWHPLFGLɱHUHQFHVEHWZHHQ
VHHLQJRQWKHRQHKDQGDQGWDFWLOHSHUFHSWLRQĪZLWKUHVSHFWWRFRORXU
NQRZOHGJHīDQGKRSLQJĪZLWKUHVSHFWWRNQRZOHGJHīRQWKHRWKHU VHHP
WREH UHDO GLɱHUHQFHV $QGSODXVLEO\WKHVHUHDOGLɱHUHQFHVDUHVXVFHSWLEOH
WRH[SODQDWLRQ , DPLQFOLQHGWRVD\WKDWWKH\ FU\RXWIRUH[SODQDWLRQħWKHUH

KDVWREHVRPHWKLQJZKLFKH[SODLQVWKHVHUHDOGLɱHUHQFHV ,WLVVXUHO\
QRWD EUXWHIDFW WKDWYLVXDOSHUFHSWLRQLVDVRXUFHRIFRORXUNQRZOHGJH\HW
WDFWLOHSHUFHSWLRQĪW\SLFDOO\īLVQ¶W RUWKDWYLVXDOSHUFHSWLRQLVDVRXUFHRI
NQRZOHGJH\HWKRSLQJLVQ¶W
:KDWKDVWKLVJRWWRGRZLWKWKHTXHVWLRQRIH[SODQDWLRQ" , WDNHLW
WKDWE\DQVZHULQJWKHTXHVWLRQRIH[SODQDWLRQZHZLOOEHZHOOSRVLWLRQHG
WRH[SODLQWKHVHGLɱHUHQFHVħDQGWKLVLVZK\WKHTXHVWLRQRIH[SODQDWLRQ
VWULNHVPHDVDJHQXLQHTXHVWLRQZRUWKSXUVXLQJ $QH[SODQDWLRQRIVHHĥ
LQJ¶VHSLVWHPLFVLJQL¿FDQFHLQWHUPVRILWVUHDVRQJLYLQJUROHFDQKHOSKHUH
6HHLQJDQREMHFWFDQSURYLGHUHDVRQVIRUEHOLHIVDERXWWKHREMHFW¶VFRORXU
WDFWLOHSHUFHSWLRQW\SLFDOO\FDQ¶W QRUFDQKRSLQJ 7KLVLVDWOHDVWSDUWRI
ZK\VHHLQJDQREMHFWFDQEHDPHDQVRINQRZLQJDQREMHFW¶VFRORXU DQG
WDFWLOHSHUFHSWLRQDQGKRSLQJFDQ¶W
 7KH)RUPRIDQ$QVZHU
:KDWIRUPPLJKWDQDQVZHUWRWKHTXHVWLRQRIH[SODQDWLRQWDNH" &RQĥ
VLGHUWKHIROORZLQJIURP 3HDFRFNHĪī
WKHH[SODQDWLRQRIZK\DFRJQLWLYHVWDWHLVDPHDQVRIDFTXLUĥ
LQJNQRZOHGJHKDVWRPHQWLRQWKHFRQVWLWXWLYHQDWXUHRIWKDW
VWDWH«Ĭ$QGĭVRPHFRQVWLWXWLYHIHDWXUHRINQRZOHGJHLWVHOIKDV
WREHFLWHGDVVRPHWKLQJWKDWDPHDQVRIDFTXLULQJNQRZOHGJH
FDQHQVXUH ,IWKHPHDQVZHUHQRWWRHQVXUHWKLVFRQVWLWXWLYH
IHDWXUHRINQRZOHGJH LWFRXOGQRWEHDPHDQVRIDFTXLULQJ
NQRZOHGJHĪS ī
'UDZLQJRQWKHVHSULQFLSOHV ZHPLJKWWKLQNWKDWDQDQVZHUWRWKHTXHVĥ
WLRQRIH[SODQDWLRQVKRXOGWDNHWKHIROORZLQJIRUP LWLVRIWKHQDWXUHRI
YLVXDOSHUFHSWLRQWKDWVHHLQJ x FDQHQVXUHWKHVDWLVIDFWLRQRIVRPHFRQĥ
VWLWXWLYHIHDWXUHRINQRZOHGJH 0RUHVSHFL¿FDOO\ DFRQVWLWXWLYHIHDWXUH
RINQRZOHGJHZKLFKLVUHOHYDQWWRWKH HSLVWHPLF GLPHQVLRQRINQRZOHGJH
Ī7KHUHLVPRUHRQWKHHSLVWHPLFLQWKHQH[WVHFWLRQī $WDJHQHUDOOHYHO
WKDW LVZK\YLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJ $WDOHVVJHQHUDOOHYHO
WKHVXEVWDQWLYHH[SODQDWLRQZLOOWKHQLGHQWLI\VSHFL¿FFRQVWLWXWLYHIHDĥ
WXUHVRIYLVXDOSHUFHSWLRQ DQGRINQRZOHGJH 7KHLGHDWKHQLVWKDWZKHQ
S NQRZVWKDW p E\VHHLQJ x LWLVħDWOHDVWSDUWO\ħLQYLUWXHRIWKHIDFW
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WKDW S ¶VVHHLQJ x JLYHQWKHQDWXUHLWKDV HQVXUHVWKHVDWLVIDFWLRQRIVRPH
LPSRUWDQWFRQVWLWXWLYHFRQGLWLRQRQNQRZOHGJHĪDFRQVWLWXWLYHFRQGLWLRQ
ZKLFKLVUHOHYDQWWRNQRZOHGJHEHLQJWKHVRUWRIHSLVWHPLFVWDWHWKDWLW
LVī
, P\VHOIWKLQNWKDWWKLVLVDJRRGIRUPWRZRUNZLWKLQDQVZHULQJWKH
TXHVWLRQRIH[SODQDWLRQ $QG, ZLOOEHLQWHUHVWHGKHUHLQWKHSURVSHFWV
IRUDQDQVZHUWRWKHTXHVWLRQRIH[SODQDWLRQZKLFKKDVWKLVIRUP 7KRXJK
, DPQRWVXUHWKDWZHVKRXOGDFFHSWWKLVDVDPDWWHURIWKH SULQFLSOHV 3HDĥ
FRFNHOD\VRXWKHUHĪDWOHDVW QRWZLWKRXWVRPHIXUWKHUDVVXPSWLRQVī %XW
ZHGRQ¶WKDYHWRDFFHSWWKDWDQVZHUVWRWKHTXHVWLRQRIH[SODQDWLRQ PXVW
FRPHLQDFHUWDLQIRUP ,WLVHQRXJKWRLGHQWLI\DSODXVLEOHORRNLQJIRUP
DQGWKHQGLVFXVVLQVWDQFHVRIH[SODQDWLRQVWKDW¿WWKDWIRUP $QGVLQFH,
ZLOORQO\EHLQWHUHVWHGLQH[SODQDWLRQVZKLFK DUH FRQFHUQHGZLWKGUDZLQJ
RQFRQVWLWXWLYHIHDWXUHVRIVHHLQJDQGNQRZLQJWRH[SODLQVHHLQJ¶VHSLVĥ
WHPLFVLJQL¿FDQFH WKHIRUPZH¶YHH[WUDFWHGIURPORRNLQJDW3HDFRFNH¶V
SULQFLSOHVLVDJRRGRQHWREHJRLQJRQZLWK
, DPLQWHUHVWHGLQDQDQVZHUWRWKHTXHVWLRQRIH[SODQDWLRQZKLFK
GUDZVRQFRQVWLWXWLYHFRQGLWLRQVRIYLVXDOSHUFHSWLRQDQGNQRZOHGJH %XW
KRZDUHZHWRXQGHUVWDQGWKHQRWLRQRID FRQVWLWXWLYH FRQGLWLRQ" %XUJH
ĪīVD\V
7REHDQLQVWDQFHRIDNLQGRUWRKDYHDQDWXUH VRPHWKLQJ
PXVWPHHWFHUWDLQFROODWHUDO FRQVWLWXWLYHFRQGLWLRQV 7KHVHDUH
FRQGLWLRQVWKDWDUHQHFHVVDU\ VXɷFLHQW RUQHFHVVDU\DQGVXIĥ
¿FLHQWWREHVRPHWKLQJRIWKDWNLQGRUZLWKWKDWQDWXUH DQG
WKDWDUHLQSULQFLSOHSRWHQWLDOO\UHOHYDQWWRH[SODLQLQJ XQGHUĥ
VWDQGLQJ LOOXPLQDWLQJWKHNLQGRUQDWXUHĪS ī
,¶OOUHVWULFWP\DWWHQWLRQKHUHWRMXVWWKRVHFRQVWLWXWLYHFRQGLWLRQVZKLFK
DUHQHFHVVDU\ 'UDZLQJRQZKDW%XUJHVD\VKHUH ,¶OOXQGHUVWDQGDFRQVWLĥ
WXWLYHFRQGLWLRQRQNQRZOHGJHĪVHHLQJīWREHQRWDQ\ROGQHFHVVDU\FRQGLĥ
WLRQ EXWUDWKHU DQHFHVVDU\FRQGLWLRQZKLFKLVFRQQHFWHGWRZKDWNQRZOĥ
HGJHĪVHHLQJīLVĪLWVQDWXUHī )RULQVWDQFH VRPHQHFHVVDU\FRQGLWLRQVRQ
NQRZOHGJHDUHVLPSO\QRWFRQQHFWHGWRZKDWNQRZOHGJH LV )RULQVWDQFH
LWLVDQHFHVVDU\FRQGLWLRQRQNQRZLQJWKDW p WKDW 2 + 2 = 4 EXWWKLVLV
EHFDXVH 2 + 2 = 4 LVDQHFHVVDU\WUXWK LWLVQRWKLQJWRGRZLWKZKDWLWLV

WR NQRZ WKDW p ĪH[FHSWLQWKHVSHFLDOFDVHZKHUH p  2 + 2 = 4ī , ZLOODVĥ
VXPHWKDWWKHUHDUHVRPHFRQGLWLRQVZKLFKDUHQHFHVVDU\IRUNQRZOHGJH
ĪVHHLQJīEHFDXVHRIZKDWLWLVWRNQRZĪVHHīħEHFDXVHRIZKDWWKHµEHLQJ¶
RUµLGHQWLW\¶RUµHVVHQFH¶RUµQDWXUH¶RINQRZOHGJHĪVHHLQJīLV Ī)RULOOXPLĥ
QDWLQJGLVFXVVLRQRQWKHQRWLRQVRIEHLQJ HVVHQFH HWF VHH )LQHĪDE
īī
7RDQVZHUWKHTXHVWLRQRIH[SODQDWLRQLQWKHZD\, DPUHFRPPHQGĥ
LQJWKHQUHTXLUHVXVWRORRNLQWRWKHFRQVWLWXWLYHFRQGLWLRQVRIYLVXDOSHUĥ
FHSWLRQDQGNQRZOHGJH /HW¶VSDXVHEULHÀ\WRQRWHWKDWWKHLGHDWKDW
WKHUHDUHFRQVWLWXWLYHFRQGLWLRQVRQNQRZOHGJH DV,¶PXQGHUVWDQGLQJLW
GRHVQ¶WHQWDLOWKDWNQRZOHGJHLVUHGXFWLYHO\DQDO\]DEOH LQDQRQĥFLUFXODU
ZD\ LQWHUPVRILQGLYLGXDOO\QHFHVVDU\DQGMRLQWO\VXɷFLHQWFRQGLWLRQV
,ILWGLGHQWDLOWKLVWKHQRQHPLJKWWKLQNWKDWWKHDVVXPSWLRQWKDWWKHUH
DUHFRQVWLWXWLYHFRQGLWLRQVRQNQRZOHGJHLVSUREOHPDWLFĪLI IRUH[DPSOH
RQHDJUHHVZLWKWKHZRUULHV :LOOLDPVRQĪīUDLVHVIRUWKHWUDGLWLRQDO
SURMHFWRIUHGXFWLYHO\DQDO\]LQJNQRZOHGJHī
%XWWKLVLVQ¶WHQWDLOHG IRUDV:LOOLDPVRQQRWHV
DQHFHVVDU\EXWLQVXɷFLHQWFRQGLWLRQQHHGQRWEHDFRQMXQFW
RIDQRQĥFLUFXODUQHFHVVDU\DQGVXɷFLHQWFRQGLWLRQ $OWKRXJK
EHLQJFRORXUHGLVDQHFHVVDU\EXWLQVXɷFLHQWFRQGLWLRQIRUEHĥ
LQJUHG ZHFDQQRWVWDWHDQHFHVVDU\DQGVXɷFLHQWFRQGLWLRQ
IRUEHLQJUHGE\FRQMRLQLQJEHLQJFRORXUHGZLWKRWKHUSURSHUĥ
WLHVVSHFL¿HGZLWKRXWUHIHUHQFHWRUHG 1HLWKHUWKHHTXDWLRQ
µ5HG FRORXUHG X¶QRUWKHHTXDWLRQµ.QRZOHGJH WUXHEHOLHI
 X¶QHHGKDYHDQRQĥFLUFXODUVROXWLRQĪS ī
$QGZKDW:LOOLDPVRQVD\VKHUHDSSOLHVWRFRQVWLWXWLYHFRQGLWLRQVLQP\
VHQVHĪDVXEVSHFLHVRIQHFHVVDU\FRQGLWLRQī )RUH[DPSOH LWPLJKWEH
WKDWNQRZLQJWKDW p FRQVWLWXWLYHO\UHTXLUHV S WRKDYHDWUXHEHOLHIWKDW
p IRUPHGRQWKHEDVLVRIDUHOLDEOHEHOLHIIRUPLQJPHFKDQLVP %XWWKLV
UHTXLUHPHQWFDQVWDQGHYHQLILWLVQRWDQHOHPHQWRIDVHWRIQHFHVVDU\
DQGVXɷFLHQWFRQGLWLRQVZKLFKJLYHDQRQĥFLUFXODUDQDO\VLVRINQRZOHGJH
1RWKLQJ, VD\LQZKDWIROORZVZLOOWXUQRQZKHWKHUNQRZOHGJHFDQEH
UHGXFWLYHO\DQDO\]HG /LNHZLVH WKHLGHDWKDWWKHUHDUHFRQVWLWXWLYHFRQĥ
GLWLRQVRQYLVXDOSHUFHSWLRQGRHVQ¶WHQWDLOWKDWYLVXDOSHUFHSWLRQFDQEH

UHGXFWLYHO\DQDO\]HG LQDQRQĥFLUFXODUZD\ LQWHUPVRIDVHWRILQGLYLGXĥ
DOO\QHFHVVDU\DQGMRLQWO\VXɷFLHQWFRQGLWLRQV $QGQRWKLQJ, VD\LQZKDW
IROORZVZLOOWXUQRQZKHWKHUYLVXDOSHUFHSWLRQFDQEHUHGXFWLYHO\DQDO\]HG
LQWKLVZD\
:LWKWKHVHUHPDUNVLQSODFHOHW¶VUHWXUQWRWKHTXHVWLRQRIH[SODQDĥ
WLRQ ,QJLYLQJDQDQVZHUWRWKHTXHVWLRQRIWKHIRUPZHKDYHH[WUDFWHG
IURP3HDFRFNH¶VSULQFLSOHV ZHZLOOEHH[SODLQLQJZK\YLVXDOSHUFHSWLRQ
LVDPHDQVRINQRZLQJLQWHUPVRIWKHQDWXUHRIYLVXDOSHUFHSWLRQ DQG
WKHQDWXUHRINQRZOHGJHĪVSHFL¿FDOO\ WKHHSLVWHPLFGLPHQVLRQRIWKH
QDWXUH RI NQRZOHGJHī 7KHLGHDWKHQLVWKDWYLVXDOSHUFHSWLRQKDVD
QDWXUHZKLFKLVVXFKDVWROLQNXSZLWKVRPHWKLQJUHOHYDQWWRWKHQDWXUH
RINQRZOHGJH ,WLV QRW WKDWYLVXDOSHUFHSWLRQLVLWVHOIDIRUPRINQRZLQJ
ĪRUVXɷFLHQWIRUNQRZLQJī 7KHFRQVWLWXWLYHFRQQHFWLRQEHWZHHQYLVXDO
SHUFHSWLRQDQGNQRZOHGJHGRHVQRWKDYHWREHWKDWWLJKW ,WLVUDWKHU
WKDWYLVXDOSHUFHSWLRQKDVDQDWXUHZKLFKLVVXFKWKDWVHHLQJ x FDQHQVXUH
WKDWVRPHRIWKHFRQVWLWXWLYHĪHSLVWHPLFīFRQGLWLRQVRQNQRZOHGJHDUH
VDWLV¿HG $QGWKLVLVĪSDUWRIīZKDWH[SODLQVKRZYLVXDOSHUFHSWLRQLVD
PHDQVRINQRZLQJ Ī,¶OOGURSWKHµSDUWRI ¶DQGµSDUWLDO¶TXDOL¿FDWLRQVIURP
QRZRQ WDNLQJWKHPWREHXQGHUVWRRGī
7RPDNHJRRGRQWKLVVRUWRIH[SODQDWLRQZHQHHGWRFRQVLGHUZKDW
WKHUHOHYDQWFRQGLWLRQVRQYLVXDOSHUFHSWLRQDQGNQRZOHGJHDUH , WXUQ
QRZWRGLVFXVVZKDW, WDNHWREHDQLPSRUWDQWFRQVWLWXWLYHIHDWXUHRI
NQRZOHGJH
 .QRZOHGJHDQG5HDVRQV
$VQRWHGLQWKH,QWURGXFWLRQ, DPJRLQJWRWU\WRVXSSRUWD5HDVRQV$Qĥ
VZHUWRWKHTXHVWLRQRIH[SODQDWLRQ 6XFKDQDQVZHUKROGVWKDWLWLVRIWKH
QDWXUHRIYLVXDOSHUFHSWLRQWKDWLWKDVDUHDVRQJLYLQJUROH 7KDWPHDQVLW
FDQHQVXUHWKHVDWLVIDFWLRQRIDUHDVRQVFRQGLWLRQ ZKLFKLVFRQVWLWXWLYH
RINQRZOHGJH 7KHWKUHHFUXFLDOFODLPVWKLVVRUWRIDQVZHULQYROYHVDUH
DV, QRWHG WKHVH
Īī .QRZOHGJHLVFRQVWLWXWLYHO\VXEMHFWWRDUHDVRQVFRQGLWLRQ

Īī 9LVXDOSHUFHSWLRQFDQPDNHLWWKHFDVHWKDWWKHUHDVRQVFRQGLWLRQ
RQNQRZOHGJHLVVDWLV¿HG
Īī 9LVXDOSHUFHSWLRQFDQPDNHLWWKHFDVHWKDWWKHUHDVRQVFRQGLWLRQ
RQNQRZOHGJHLVVDWLV¿HGEHFDXVHRILWVQDWXUH
2QHDXWKRUZKRLVFRPPLWWHGWRWKHVHHOHPHQWV DQGWKXVZKRKDV
WKHUHVRXUFHVDWKLVGLVSRVDOWRDQVZHUWKHTXHVWLRQRIH[SODQDWLRQLQWKLV
ZD\ LV0F'RZHOO , ZLOOVSHQGDORWRIWLPHGLVFXVVLQJ0F'RZHOO¶VYLHZV
,Q0F'RZHOO¶VZRUNĪīFRPHVRXWRIKLVFRPPLWPHQWWRD6HOODUVLDQDSĥ
SURDFKWRNQRZOHGJHĪVHH 6HOODUVĪī WKHSULQWLQJRI6HOODUV¶VHVVD\,
VKDOOUHIHUWRLVLQ GH9ULHV 7ULSOHWW DQG6HOODUVĪīī 6HOODUVVD\V
«LQFKDUDFWHUL]LQJDQHSLVRGHRUDVWDWHDVWKDWRI NQRZLQJ«
ZHDUHSODFLQJLWLQWKHORJLFDOVSDFHRIUHDVRQV RIMXVWLI\LQJ
DQGEHLQJDEOHWRMXVWLI\ZKDWRQHVD\V Ī S ī
7KLVLVDVWUDQGLQ6HOODU¶VWKLQNLQJWKDW0F'RZHOOH[SORLWVLQKLVRZQ
HSLVWHPRORJ\ ,QHODERUDWLQJ6HOODU¶VLGHD0F'RZHOOVD\V
,INQRZOHGJHLVDVWDQGLQJLQWKHVSDFHRIUHDVRQV VRPHRQH
ZKRVHWDNLQJWKLQJVWREHWKXVDQGVRLVDFDVHRINQRZOHGJH
PXVWKDYHDUHDVRQĪDMXVWL¿FDWLRQīIRUWDNLQJWKLQJVWREHWKDW
ZD\Ī S ī
7KXV0F'RZHOOKROGVWRĪī WKHUHDVRQVFRQGLWLRQ ,QWKLVVHFWLRQ,¶OO
EULHÀ\FRQVLGHUZK\ĪīLVZHOOPRWLYDWHG 0\DLPLVQRWWR HVWDEOLVK WKH
UHDVRQVFRQGLWLRQ , MXVWZDQWWRVKRZKRZVXFKDFRQGLWLRQLVDWOHDVW
LQLWLDOO\SODXVLEOH 7KLVZLOO , KRSH JLYHXVHQRXJKWREHJRLQJRQZLWK
 $5HDVRQV&RQGLWLRQRQ.QRZOHGJH
/HW¶VEHJLQZLWKWKHLGHDWKDWNQRZLQJWKDW p UHTXLUHV S WRKDYHDQHSLVĥ
WHPLFHQWLWOHPHQWWREHOLHYHWKDW p $V, XQGHUVWDQGWKHQRWLRQ DQHSLVĥ
WHPLFHQWLWOHPHQWWREHOLHYHWKDW p LVDQHSLVWHPLFULJKWWREHOLHYHWKDW
p :K\WKLQNWKDWNQRZOHGJHLVVXEMHFWWRVXFKDUHTXLUHPHQW" 7KLVUHĥ
TXLUHPHQWVHHPVSODXVLEOHJLYHQWKHVHUHODWHGIDFWV ĪLīNQRZOHGJHKDVD
QRUPDWLYHGLPHQVLRQWRLW DQGĪLLīNQRZOHGJHLVGLVWLQFWIURPWUXHEHĥ
OLHI %\KROGLQJWRWKHUHTXLUHPHQWWKDWNQRZLQJWKDW p UHTXLUHV S WR

KDYHDQHSLVWHPLFHQWLWOHPHQWWREHOLHYHWKDW p ZHFDQFDSWXUHĪLīDQG
ĪLLī ,¶OOHODERUDWHRQWKLV DQGWKHQGUDZRXWLWVFRQQHFWLRQWRWKHLGHD
WKDWNQRZOHGJHLVVXEMHFWWRDUHDVRQVFRQGLWLRQ
%HIRUHFRQWLQXLQJ DEULHIWHUPLQRORJLFDOQRWH 2YHUWHQ\HDUVDJR
3U\RUZURWH µ7KHVH GD\V XQIRUWXQDWHO\ WKHWHUPLQRORJLFDO VLWXDWLRQ
ZLWKUHVSHFWWRµMXVWL¿FDWLRQ¶LVUDWKHUPHVV\¶ĪĪī S ī 7KHVDPHLV
WUXH WRGD\ RIWKHWHUPLQRORJLFDOVLWXDWLRQZLWKUHVSHFWWRYDULRXVRWKHU
HSLVWHPLFQRWLRQVVXFKDVµHQWLWOHPHQW¶ %XUJHĪīIRULQVWDQFHXVHV
WKHQRWLRQLQDVSHFL¿FZD\ DQGRWKHUDXWKRUVĪHJ %UDQGRPĪī
'UHWVNH ĪDī 0F'RZHOO  Īī :ULJKW Īī 3HDFRFNHĪīī
XVHLWGLɱHUHQWO\ $WRQHSRLQW 0F'RZHOOĪDīPDNHVWKHIROORZLQJ
FRPSODLQWDJDLQVW%XUJH µ$VWRQLVKLQJO\ %XUJHZULWHVĪS  Q īDVLI
KLV³LQWURGXFWLRQ´RI³HQWLWOHPHQW´XVHGKLVZD\ LQSDSHUVIURPDQG
 JDYHKLPVRPHNLQGRISDWHQWRQWKHWHUPVRWKDWKHFDQFRPSODLQ
WKDWGLɱHUHQWXVHVDUH³LQGLVFULPLQDWH´ 0\XVHLVQRWLQGLVFULPLQDWH
DQGWKHZRUG RUGLQDU\(QJOLVKDVLWLV LVDQ\RQH¶VSURSHUW\ ,WFDQEH
XVHGZLWKFRPSOHWHQDWXUDOQHVVLQDQ\³QRUPDWLYH´HSLVWHPRORJ\¶ĪS 
Q ī ,I0F'RZHOOLVULJKW WKHQµHQWLWOHPHQW¶VKRXOGEHDQDSSURSULDWH
WHUPWRXVHLQWKLVFRQWH[WVLQFHZHDUHWU\LQJWRFDSWXUHDQDVSHFWRI
NQRZOHGJHLQYLUWXHRIZKLFKLWKDVVRPHRIWKHQRUPDWLYHSURSHUWLHVLW
GRHV
:KDWWKHQRI WKHQRUPDWLYHGLPHQVLRQRI NQRZOHGJH" :LOOLDPV
ĪīLVKHOSIXOKHUH +HVD\V
µ.QRZOHGJH¶LVDQKRQRUL¿FWLWOHZHFRQIHURQRXUSDUDGLJP
FRJQLWLYHDFKLHYHPHQWV«µNQRZ¶LVDµVXFFHVVĥWHUP¶OLNHµZLQ¶
RUµSDVV¶ĪDVWHVWī .QRZLQJLVQRWMXVWDIDFWXDOVWDWHRUFRQGLĥ
WLRQEXWDSDUWLFXODU QRUPDWLYHVWDWXV 6XFKVWDWXVHVDUHUHODWHG
WRDSSURSULDWHIDFWXDOVWDWHV ZLQQLQJGHSHQGVRQFURVVLQJWKH
OLQHEHIRUHDQ\RWKHUFRPSHWLWRU %XWWKH\DOVRGHSHQGRQ
PHHWLQJFHUWDLQQRUPVRUVWDQGDUGVZKLFKGH¿QHQRWZKDW
\RX GR GR EXWZKDW\RX PXVW RU RXJKW WRGR 7RFKDUDFWHUL]H
VRPHRQH¶VFODLPDVH[SUHVVLQJRUQRWH[SUHVVLQJNQRZOHGJH
LVWRSDVVMXGJHPHQWRQLW (SLVWHPLFMXGJHPHQWVDUHWKXVD
SDUWLFXODUNLQGRI YDOXHĦMXGJHPHQW ĪS ī
7RNQRZWKDW p LVWREHLQDVWDWHZLWKDFHUWDLQSRVLWLYHQRUPDWLYHVWDWXV

,IRQHNQRZVWKDW p RQHLVGRLQJZHOOLQDVHQVH UHODWLYHWRVRPHVHWRI
VWDQGDUGVRUJRDOV ,WLVW\SLFDOO\WKRXJKWWKDWNQRZLQJWKDW p UHTXLUHV
GRLQJZHOO HSLVWHPLFDʃ\ħGRLQJZHOOIURPDQHSLVWHPLFSRLQWRIYLHZ DV
RSSRVHGWR VD\ DPRUDORUSUXGHQWLDOSRLQWRIYLHZ 6XSSRVHWKHUHLVLFH
FUHDPLQWKHIUHH]HUDQG, EHOLHYHWKDWWKHUHLVLFHFUHDPLQWKHIUHH]HU
'R, DOVRNQRZWKDWWKHUHLVLFHFUHDPLQWKHIUHH]HU" 7KLVDOOGHSHQGV DW
OHDVWLQSDUW XSRQZKDWP\ HSLVWHPLF FUHGHQWLDOVDUH ZKHWKHU, DP HSLVWHPĦ
LFDʃ\ZHʃSRVLWLRQHG ZLWKUHVSHFWWRWKHSURSRVLWLRQWKDWWKHUHLVLFHFUHDP
LQWKHIUHH]HU Ī&RPSDUH , MXVWUDQWKHUDFH DQG, FURVVHGWKH¿QLVKLQJ
OLQH 'LG, ZLQWKHUDFH" 7KLVDOOGHSHQGVXSRQKRZZHOO, GLG ZKHWKHU
, GLGZHOOHQRXJKWRVDWLVI\WKHVWDQGDUGVIRUZLQQLQJī :HFDQFDSWXUH
WKLVQRUPDWLYHDVSHFWRINQRZOHGJHħWKDW S ¶VNQRZLQJWKDW p UHTXLUHV S
WREHHSLVWHPLFDOO\ZHOOSRVLWLRQHGZLWKUHVSHFWWR pħTXLWHQDWXUDOO\LQ
WHUPVRIHSLVWHPLFHQWLWOHPHQW WREHHSLVWHPLFDOO\ZHOOSRVLWLRQHGZLWK
UHVSHFWWR p LVWRKDYHDQHSLVWHPLFHQWLWOHPHQWĪULJKWīWREHOLHYHWKDW p
:KDWPRUHFDQZHVD\DERXWHSLVWHPLFHQWLWOHPHQW"
7RKDYHDQHSLVWHPLFULJKWWREHOLHYHWKDW p GRHVQ¶WUHTXLUHRQHWRDFĥ
WXDOO\EHOLHYHWKDW p $ FRXUWPLJKWSUHVHQWPHZLWKQHDUFRQFOXVLYHHYĥ
LGHQFHWKDWDFORVHIULHQGRIPLQHLVJXLOW\RIFRPPLWWLQJDVHYHUHFULPH
2QWKLVEDVLV, DPHQWLWOHGWREHOLHYHWKDWP\IULHQGLVJXLOW\RIFRPPLWĥ
WLQJWKHFULPH %XWSHUKDSV EHFDXVHRIWKHHPRWLRQDODQGPRUDOEHDULQJ
LWZRXOGKDYHRQPH , MXVW GRQ·WEHOLHYH WKDWP\IULHQGFRPPLWWHGWKH
FULPH , GRQ¶WH[SORLWWKHJRRGHSLVWHPLFSRVLWLRQ, DPLQWKDQNVWRWKH
HSLVWHPLFHQWLWOHPHQW, KDYH 6R HSLVWHPLFHQWLWOHPHQWVDUHOLNHVRPH
RWKHUVRUWVRIULJKW , PD\KDYHDOHJDOULJKWWRDFHUWDLQLQKHULWDQFH EXW
UHIXVHWRDFFHSWWKDWLQKHULWDQFH
7KHLGHDRIGRLQJZHOO HSLVWHPLFDʃ\ DQGWKXVRI HSLVWHPLF HQWLWOHPHQW
LVFRQVWLWXWLYHO\WLHGWRWKHLGHDRI WUXWK 7KLVLVGLɷFXOWWRVSHOORXWSUHĥ
FLVHO\ ,¶OORɱHUDFRXSOHRIUHPDUNVZKLFKPLJKWDWOHDVWJLYHVRPHVHQVH
RIZKDW, LQWHQG 6RPHWKLQJ 'UHWVNHĪDīVD\VKHUHLVLQVWUXFWLYH +H
VD\V
,IDQHQWLWOHPHQWħĬWREHOLHYHWKDW3ĭħLVDQ HSLVWHPLF ULJKW
RQHZRXOGVXSSRVHWKDWWKHRQO\WKLQJWKDWFRXOGFRQIHUWKDW
ULJKWLVDUHODWLRQWRWKHWUXWKĪRUSUREDEOHWUXWKīRI3ħWKH
IDFW IRULQVWDQFH WKDWWKHUHLVVRPHWKLQJDERXWWKHEHOLHILWĥ

VHOI RU SHUKDSV WKHSURFHVVE\ZKLFKLWĪRUEHOLHIVOLNHLWī
DUHDFTXLUHGħWKDWJXDUDQWHHV RUPDNHVPRUHSUREDEOH WKH
WUXWKRI3:K\HOVHFDOOLWDQ³HSLVWHPLF´ULJKW" 7KHUHPD\
EHDYDULHW\RILQWHUHVWVVHUYHGLQDFFHSWLQJVRPHWKLQJDVWUXH
2QHPLJKWKDYHSUXGHQWLDORUUHOLJLRXVUHDVRQVIRUDFFHSWLQJ
3 DVWUXHĪHJ KHZLOOVNLQPHDOLYHLI, GRQ¶WEHOLHYHLWīWKDWDUH
TXLWHLQGHSHQGHQWRIWKHWUXWKRI3,IWKHVHUHDVRQVDUHVWURQJ
HQRXJK WKH\PLJKWJLYHRQHDULJKWħUHOLJLRXVRUSUXGHQWLDO
DVWKHFDVHPD\ħWREHOLHYH ,IRQH¶VLQWHUHVWLQDFFHSWLQJ3
DVWUXHLVWREHUHJDUGHGDV HSLVWHPLF WKRXJK RQHZRXOGWKLQN
WKHSULPDU\ħLQGHHG WKH RQO\ħJURXQGVIRUWKDWULJKWZRXOG
EHWKHWUXWK RUSUREDEOHWUXWK RI3 ĪS ī
'UHWVNHJRHVRQWRUHMHFWWKHLGHDWKDWLWLV RQO\ZLWKDUHODWLRQWRWKHWUXWK
RUSUREDEOHWUXWKRI p WKDWDQHSLVWHPLFHQWLWOHPHQWFDQFRPHDERXW
%XWLWLVVXUHO\ULJKWWRVXSSRVHWKDW VRPH HQWLWOHPHQWFRQIHUULQJVWDWHV
HSLVRGHV HWF JHWWRFRQIHUJHQXLQHO\ HSLVWHPLF HQWLWOHPHQWVWREHOLHYHWKDW
p WKDQNVWRDUHODWLRQWKH\EHDUWRWKHWUXWKRUSUREDEOHWUXWKRI p &RQĥ
VLGHUDOVRZKDW %XUJHĪīRɱHUVLQLQWURGXFLQJKLVQRWLRQVRIHSLVWHPLF
ZDUUDQWDQGHQWLWOHPHQW
(QWLWOHPHQWLVDVXEVSHFLHVRIHSLVWHPLFZDUUDQW (SLVWHPLF
ZDUUDQW KHQFH  HQWLWOHPHQW LV  DQ  HSLVWHPLF  JRRG 7KH
HSLVWHPLF JRRG ZDUUDQW LV  HVVHQWLDOO\  DVVRFLDWHG ZLWK  WKH
IXQGDPHQWDO UHSUHVHQWDWLRQDO JRRGħWUXWK 7KH QRWLRQ RI
DQHSLVWHPLFJRRGPXVWEHXQGHUVWRRGLQUHODWLRQWRWKLV
IXQGDPHQWDOUHSUHVHQWDWLRQDOJRRG $OWKRXJKWUXWKLVIXQĥ
GDPHQWDOO\DUHSUHVHQWDWLRQDOJRRG LWLVDOVRDQHSLVWHPLF
JRRG EHFDXVH EHOLHI ZDUUDQW DQG NQRZOHGJH  DUH  DSULRUL
FRQQHFWHG ZLWK  WUXWK«7KH HSLVWHPLF JRRGV ZDUUDQW DQG
HQWLWOHPHQW DUHIXO¿OOPHQWVRIQRUPVDVVRFLDWHGZLWKDFKLHYLQJ
WKHUHSUHVHQWDWLRQDOJRRG WUXWKĪSS Ħī
7KHHSLVWHPLFHQWLWOHPHQWV, DPLQWHUHVWHGLQKHUHDUH HSLVWHPLF LQWKDW
WKH\DUHHVVHQWLDOO\FRQQHFWHGWRWUXWK 7KDWLVQRWWRVD\WKDWLI S LV
HSLVWHPLFDOO\HQWLWOHGWREHOLHYHWKDW p WKHQ p LVWUXH %XWLI S LVHSLVĥ
WHPLFDOO\HQWLWOHGWREHOLHYHWKDW p WKHQ S LVDWOHDVWGRLQJZHOOIURPWKH

SHUVSHFWLYHRIWUXWK GRLQJZHOODVDVHHNHURIWUXWK ZHOOSRVLWLRQHGWR
JHWWRWKHWUXWK 6WDWHV RFFXUUHQFHV DQGWKHOLNHZKLFKFRQIHUHSLVWHPLF
HQWLWOHPHQWVWREHOLHYHWKDW p GRVRLQYLUWXHRIDFRQQHFWLRQWKH\EHDU
WRWKHWUXWKRUSUREDEOHWUXWKRI p ĪHJ DQHQWLWOHPHQWFRQIHUULQJVWDWH
φ PLJKWPDNH p YHU\OLNHO\WREHWUXHī
/HW¶VUHWXUQWRDQH[DPSOHIURPDERYH 6XSSRVHWKDW, EHOLHYHWKDW
WKHUHLVLFHFUHDPLQWKHIUHH]HU +DYLQJWKLVEHOLHIPLJKWFRQVWLWXWHD
FDVHRI³GRLQJZHOO´UHODWLYHWRYDULRXVQRQĥHSLVWHPLFĪQRQĥWUXWKUHODWHGī
VWDQGDUGV )RULQVWDQFH VXSSRVH, DPDQLFHFUHDPDGGLFW DQG, FDQRQO\
VOHHSDWQLJKWLI, DPDVVXUHG DQGEHOLHYH WKDWWKHUHLVLFHFUHDPLQWKH
IUHH]HUĪIRURWKHUZLVHZKHQWU\LQJWRVOHHS, ZLOOSDQLFDERXWZKDWWRGR
ZKHQ, ZDNHXSLQWKHPLGGOHRIWKHQLJKWFUDYLQJWKHQH[WKLWRI&RUQLVKī
1RZVXSSRVHRQHHYHQLQJ, DPXQDEOHWROHDYHWKHKRXVH DQGUHDOO\QHHG
WRKDYHDJRRGQLJKW¶VVOHHSĪVXSSRVH, KDYHWREHXSHDUO\IRUVRPHWKLQJ
LPSRUWDQWLQWKHPRUQLQJī %XW, ORRNLQWKHIUHH]HU VHDUFKLQGHHG DQG
, FDQ¿QGQRLFHFUHDP Ī,QIDFW XQEHNQRZQVWWRPH VRPHRQHKDVVWROHQ
P\LFHFUHDPī 7KLVVHQGVPHLQWRDELWRISDQLF , WU\WRJHWIULHQGVWR
EULQJPHVRPHLFHFUHDP EXWWRQRDYDLO 3UDFWLFDOO\ DVOHHSOHVVQLJKW
MXVWVLPSO\LVQ¶WDQRSWLRQIRUPH VRHYHQWXDOO\, EULQJP\VHOIWREHOLHYH
WKDW WKHUHLVVRPHLFHFUHDPLQWKHɷHH]HU ,QP\SDQLF, PDQDJHVRPHKRZ
WRFRQYLQFHP\VHOIRIWKLV 7KHEHOLHILVIRUPHGXQLQWHQWLRQDOO\RXWRI
GHVSHUDWLRQDQGZLVKIXOWKLQNLQJ SHUKDSVZLWKVRPHTXHVWLRQDEOHUHDĥ
VRQLQJĪLWLVD³FRSLQJPHFKDQLVP´ī %XWLW LV IRUPHG , EHFRPH FRQÀGHQW
WKDWWKHUHLVLFHFUHDPLQWKHIUHH]HU Ī, HYHQWXDOO\JHWDFDOOIURPDIULHQG
ZKRDVNVLI, KDYHLFHFUHDPDQGRɱHUVWREULQJVRPHURXQGLIQRW EXWE\
WKLVVWDJH, KDYHFRQYLQFHGP\VHOIWKDWWKHUHLVVRPHLQWKHIUHH]HUVR,
WHOOWKHPQRWWRZRUU\DERXWLWī 0\EHOLHILVLUUDWLRQDOLQDFHUWDLQVHQVH
LWLVDVRUWRIVHOIĥGHFHSWLRQ %XWLWLV SUDFWLFDʃ\ YHU\UDWLRQDO DQGKHOSVPH
WRJHWDJRRGQLJKW¶VVOHHS 5HODWLYHWRP\VKRUWĥWHUPSUDFWLFDOLQWHUHVWV
ĪJHWWLQJDJRRGQLJKW¶VVOHHSī, KDYHJRRGSUXGHQWLDOUHDVRQWREHOLHYHWKDW
WKHUHLVLFHFUHDPLQWKHIUHH]HU %\ WKHVHVWDQGDUGV EHOLHYLQJWKDWWKHUHLV
LFHFUHDPLQWKHIUHH]HUFRXQWVDVµGRLQJZHOO¶ %XW LQWXLWLYHO\ LWLVQRWD
FDVHRIGRLQJZHOOLQDQHSLVWHPLFVHQVH E\HSLVWHPLFVWDQGDUGV , DPQRW
HSLVWHPLFDʃ\ ZHOOSRVLWLRQHGZLWKUHVSHFWWRWKHSURSRVLWLRQ WKHUHLVVRPH
LFHFUHDPLQWKHɷHH]HU , GRQ¶WKDYHDQ HSLVWHPLF HQWLWOHPHQWWREHOLHYHLW ,
DPQRWGRLQJZHOODVDVHHNHURIWUXWK

,QRQHYHUVLRQRIWKLVFDVHP\EHOLHILVIDOVHDQGVRREYLRXVO\GRHVQ¶W
FRXQWDVNQRZOHGJH %XWZHFDQPRGLI\WKHFDVHOLNHWKLV VXSSRVHWKDW
WKHWKLHYHVKDGPLVVHGDWLQ\WXERI³%HQ	-HUU\¶V´ZKHQWKH\UREEHG
P\IUHH]HURILFHFUHDP 7KLVLVEHFDXVHLWZDVKLGGHQLQDEDJRIIUR]HQ
SHDV :KHQ, VHDUFKHGWKHIUHH]HUIRULFHFUHDP WKLVEDJVHHPHGWREH
VHDOHGXS 6RIURPZKDW, FRXOGWHOO IURPP\RWKHUZLVHYHU\WKRURXJK
VHDUFK WKHUHZDVMXVWQRLFHFUHDPLQWKHIUHH]HU 6WLOO DVLQWKH¿UVW
FDVH WKURXJKSDQLFDQGGHVSHUDWLRQ, FRPHWREHOLHYHWKDWWKHUHLVLFH
FUHDPLQWKHIUHH]HU 7KLVWLPHWKHEHOLHILVWUXH %XWLQWXLWLYHO\LWIDLOV
WRFRXQWDVNQRZOHGJH DQGWKLVLVDWOHDVWSDUWO\EHFDXVH, DPĪVWLOOīQRW
HSLVWHPLFDOO\ZHOOSRVLWLRQHGZLWKUHVSHFWWRWKHFRQWHQW WKHUHLVLFHFUHDP
LQWKHɷHH]HU , GRQ¶WKDYHDQHSLVWHPLFHQWLWOHPHQWWREHOLHYHWKDWFRQWHQW
7KHGLVFRQQHFWEHWZHHQWKHEDVLVRIP\EHOLHIDQGWKHWUXWKĪRUHYHQ
SUREDEOHWUXWKīRIP\EHOLHIPHDQVWKDWLQKDYLQJWKHEHOLHI HYHQWKRXJK
LWLVWUXH , DPQRWGRLQJZHOODVDVHHNHURIWUXWK
7KLVVRUWRIFRQVLGHUDWLRQVWURQJO\VXJJHVWVWKDWEHLQJHSLVWHPLFDOO\
ZHOOSRVLWLRQHG KDYLQJDQHSLVWHPLFHQWLWOHPHQW LVDWOHDVWSDUWRIZKDW
GLVWLQJXLVKHVNQRZOHGJHIURPWUXHEHOLHI 7KLVVRUWRIYHUGLFWLVZLGHO\
DFFHSWHGħWKRXJKRIWHQLQGLɱHUHQWWHUPVDQGIURPGLɱHUHQWDQJOHV )RU
LWLVZLGHO\EHOLHYHGWKDWWUXHEHOLHILVQRWVXɷFLHQWIRUNQRZOHGJHSUHĥ
FLVHO\EHFDXVHWUXHEHOLHIFDQEHSUHVHQWLQWKHDEVHQFHRIWKHVDWLVIDFWLRQ
RIFHUWDLQHSLVWHPLFFRQGLWLRQVZKLFKNQRZOHGJHUHTXLUHVWKHVDWLVIDFĥ
WLRQRIħFRQGLWLRQV, DPWU\LQJWRFDSWXUH LQDURXJKZD\ LQWHUPVRI
HSLVWHPLFHQWLWOHPHQW Ī7KRXJKVHH 6DUWZHOOĪ īZKRWKLQNVWKDW
WUXHEHOLHILVVXɷFLHQWIRUNQRZOHGJHī
7KHVXJJHVWLRQ DV, LQWHQGLW LVQRWWKDWEHLQJHSLVWHPLFDOO\HQWLĥ
WOHGWREHOLHYHWKDW p LVDFRQGLWLRQZHFDQDGGWRWUXHEHOLHIWRREWDLQ
DQRQĥFLUFXODUVHWRIQHFHVVDU\DQGVXɷFLHQWFRQGLWLRQVIRUNQRZOHGJH
7KHSRLQWLVUDWKHUWKLV KDYLQJDQHSLVWHPLFULJKWWREHOLHYHWKDW p LVD
FRQVWLWXWLYHFRQGLWLRQRQNQRZLQJWKDW p EXWLWLVQRWHYHQDQHFHVVDU\
FRQGLWLRQRQEHOLHYLQJWKDW p ĪHYHQWUXO\EHOLHYLQJWKDW pī LWLVWKXVSDUWRI
ZKDWFDSWXUHVKRZNQRZOHGJHLVGLVWLQFWIURPWUXHEHOLHI Ī7KLVSRLQWLV
FRQVLVWHQWZLWKWKHLGHDWKDWLWLVQ¶WSRVVLEOHWRZRUNRXWZKDWEHLQJHSLVĥ
WHPLFDOO\HQWLWOHGWREHOLHYHWKDW p LVZLWKRXWUHIHUHQFHWRNQRZOHGJHī
,WVHHPVSODXVLEOH WKHQ WRVXSSRVHWKDWIRU S WRNQRZWKDW p S KDVWR
KDYHDQHSLVWHPLFHQWLWOHPHQWWREHOLHYHWKDW p 7KLV LWVHHPVWRPH LVĪLī
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DZD\RIFDSWXULQJWKHFUXFLDOQRUPDWLYHGLPHQVLRQZKLFKLVFRQVWLWXWLYH
RINQRZOHGJH DQGĪLLīSDUWRIKRZZHFDQFDSWXUHWKHĪRURQHVRUWRIī
GLɱHUHQFHEHWZHHQNQRZOHGJHDQGWUXHEHOLHI
:KDW KDV  WKLV  JRW  WR GR ZLWK  WKH  UHDVRQV  FRQGLWLRQ RQ NQRZOĥ
HGJHħWKHLGHDWKDW S ¶VNQRZLQJWKDW p UHTXLUHV S WRKDYHJRRGUHDVRQV
WREHOLHYHWKDW p" $QHSLVWHPLFUHDVRQWREHOLHYHWKDW p LV LQWXLWLYHO\ D
FRQVLGHUDWLRQZKLFKVXSSRUWVRUVRPHKRZLQGLFDWHVWKDW p LVWUXH DQG
VRDFRQVLGHUDWLRQZKLFKFRXQWVLQIDYRXURIWKHEHOLHIWKDW p ,IRQHLV
LQSRVVHVVLRQRIJRRGUHDVRQVWREHOLHYHWKDW p WKDWLV WKXV MXVWDZD\
RIEHLQJHSLVWHPLFDOO\ZHOOSRVLWLRQHGZLWKUHVSHFWWR p 7KDWLV WRKDYH
JRRGUHDVRQVWREHOLHYHWKDW p LVDZD\RIEHLQJHSLVWHPLFDOO\HQWLWOHGWR
EHOLHYHWKDW p Ī7KLVVKRZVKRZWKHQRWLRQRIµHSLVWHPLFHQWLWOHPHQW¶
, DPZRUNLQJ ZLWK KHUH  LV PXFKPRUH  OLEHUDO  WKDQWKH QRWLRQXVHG
E\ VD\ %XUJH DQG'UHWVNH ZKRDLPWRH[SORLWDFHUWDLQGLVFRQQHFW
EHWZHHQEHLQJHQWLWOHGDQGKDYLQJUHDVRQVī 7KXVHQGRUVLQJWKHUHDVRQV
FRQGLWLRQ RQ NQRZOHGJH JLYHV RQH  D SULQFLSOHG ZD\ RI  VSHOOLQJ RXW
KRZ WKH HQWLWOHPHQW FRQGLWLRQ RQ NQRZOHGJH JHWV  VDWLV¿HG  LQ  FDVHV
RI NQRZOHGJH ,WLVWKXVDZD\RIFDSWXULQJĪLīWKHFUXFLDOQRUPDWLYH
GLPHQVLRQ RI NQRZOHGJH DQG  WKH  UHODWHG  IDFW  WKDW  ĪLLī NQRZOHGJH  LV
GLVWLQFWIURPWUXHEHOLHI
7KLVJLYHVVRPHVRUWRILQLWLDOPRWLYDWLRQIRUHQGRUVLQJDUHDVRQV
FRQGLWLRQ ,W  LV REYLRXVO\ QRZKHUHQHDUDGHFLVLYHRUFRPSOHWHPRĥ
WLYDWLRQ  IRU  WKH FRQGLWLRQ )RU SUHVXPDEO\ WKHUH DUH RWKHU ZD\V RI
KDYLQJHSLVWHPLFHQWLWOHPHQW ZD\VZKLFKGRQ¶WKLQJHXSRQWKHUHDVRQV
RQHKDV $QGLWPLJKWEHWKDWLQVRIDUDVWKHUHLVDQHSLVWHPLFHQWLWOHĥ
PHQWFRQGLWLRQRQNQRZOHGJHLWLVEHVWZRUNHGRXWLQVRPHZD\WKDW
GRHVQ¶WPDNHUHIHUHQFHWRUHDVRQV HJ LQWHUPVRIPRGDOFRQGLWLRQVRQ
NQRZOHGJHĪVXFKDVUHOLDELOLW\Ī*ROGPDQĪīī RUVHQVLWLYLW\Ī'UHWVNH
Īī 1R]LFNĪīī VDIHW\Ī6RVDĪī :LOOLDPVRQĪīī ,WFRXOG
EHRIFRXUVHWKDWPRGDOFRQGLWLRQVFDQZRUNWRJHWKHUZLWKDUHDVRQV
FRQGLWLRQ LQDQDFFRXQWRIZKDWLWLVIRURQHWREHHSLVWHPLFDOO\ZHOO
SRVLWLRQHG %XW, MXVWZDQWWRDUWLFXODWHZK\WKHUHDVRQVFRQGLWLRQPLJKW
VHHPLQLWLDOO\DWWUDFWLYH +DYLQJGRQHVR RQHWKHQKDVUHDVRQWRWDNH
VHULRXVO\GLUHFWFKDOOHQJHVWRLW ,ILWFDQVXUYLYHVXFKFKDOOHQJHVLWZLOO
ORRNHYHQPRUHDWWUDFWLYH /DWHU, ZLOODWWHPSWWRGHIHQGWKHFRQGLWLRQ
IURPWKRVHZKRWKLQNLWFDQ¶WEHDFRQGLWLRQRQSHUFHSWXDONQRZOHGJH

$V, QRWHG DERYH RQHDXWKRUZKRKDVWKHUHVRXUFHVDW KLV GLVSRVDO
WRRɱHUD5HDVRQV$QVZHUWRWKHTXHVWLRQRIH[SODQDWLRQLV0F'RZHOO
2QFHDJDLQKHUHDUHWKHWKUHHFRPSRQHQWVRID5HDVRQV$QVZHU
Īī .QRZOHGJHLVFRQVWLWXWLYHO\VXEMHFWWRDUHDVRQVFRQGLWLRQ
Īī 9LVXDOSHUFHSWLRQFDQPDNHLWWKHFDVHWKDWWKHUHDVRQVFRQGLWLRQ
RQNQRZOHGJHLVVDWLV¿HG
Īī 9LVXDOSHUFHSWLRQFDQPDNHLWWKHFDVHWKDWWKHUHDVRQVFRQGLWLRQ
RQNQRZOHGJHLVVDWLV¿HGEHFDXVHRILWVQDWXUH
:H¶YHVHHQWKDW0F'RZHOOHQGRUVHVĪī ZKLFKLVLQLWLDOO\SODXVLEOHĪWKHUH
LVPRUHRQWKHIRUPĪīWDNHVLQ0F'RZHOO¶VZRUNLQVHFWLRQĪīEHORZī
/HW¶VWXUQQRZWR0F'RZHOO¶VHQGRUVHPHQWRIĪīDQGĪī , EHJLQZLWKD
GLVFXVVLRQRI0F'RZHOO¶VYLHZVRQWKHQDWXUHRISHUFHSWLRQ
 0F'RZHOORQ3HUFHSWLRQ
,¶OOEHJLQZLWKWKHYLHZRISHUFHSWLRQ0F'RZHOORɱHUVLQ0LQGDQG:RUOG
DQGWKHQPRYHRQWRWKHHODERUDWLRQRIWKLVYLHZZH¿QGLQ³7KH:RRGĥ
EULGJH/HFWXUHV +DYLQJWKH:RUOGLQ9LHZ 6HOODUV .DQW DQG,QWHQWLRQĥ
DOLW\´ 7KHVHDUHFRUHZRUNVZKLFKJLYHXVZKDWZHPLJKWFDOO0F'RZHOO¶V
HDUO\YLHZ RISHUFHSWLRQ ,QPRUHUHFHQWZRUN0F'RZHOOKDVFKDQJHGKLV
PLQGRQVRPHLVVXHVĪVHH HJ 0F'RZHOOĪDīī 6XFKZRUNJLYHVXV
0F'RZHOO¶V ODWHUYLHZ RQSHUFHSWLRQ 0\PDLQFRQFHUQLVZLWK0F'RZĥ
HOO¶VHDUO\YLHZĪ,¶OOGLVFXVVWKHODWHUYLHZEULHÀ\ODWHUī 7KHFUXFLDOWDVN
LVWRVHHKRZIRU0F'RZHOOLWLVRIWKHQDWXUHRIYLVXDOSHUFHSWLRQWKDWLW
KDVDUHDVRQJLYLQJUROH ,WLVEHFDXVH0F'RZHOOGRHVWKLQNRIYLVXDOSHUĥ
FHSWLRQLQWKLVZD\WKDWKLVZRUNFDQEHH[SORLWHGLQD5HDVRQV$QVZHU
WRWKHTXHVWLRQRIH[SODQDWLRQ
,QWKHZRUN,¶PJRLQJWRFRQVLGHULQWKLVVHFWLRQ0F'RZHOOWDONVRI
SHUFHSWXDOH[SHULHQFH DQGLVXVXDOO\LQWHUHVWHGMXVWLQ³*RRG´FDVHVĪWKDW
LV FDVHVZKHUHRQHLVSHUFHLYLQJī ,¶OOIROORZKLPLQWKLVLQRXWOLQLQJKLV
DFFRXQW EXWODWHU,¶OOVZLWFKEDFNWRRXUPRUHVSHFL¿FIRFXV VHHLQJ
7KHZD\RIWKLQNLQJRISHUFHSWLRQ0F'RZHOOUHFRPPHQGVLV¿UVWSUHĥ
VHQWHGDVDQDQWLGRWHWRDSDLURIXQVDWLVIDFWRU\ \HWWHPSWLQJ SRVLWLRQV

ZKLFK 0F'RZHOOWKLQNV ZHDUHSURQHWRRVFLOODWHEHWZHHQ ,¶OOEHJLQE\
GLVFXVVLQJWKLVVHWXSĪVHHĪīĦĪīī )RUKHOSIXOFULWLFDOGLVFXVVLRQRI
WKLVVHWXS VHH HJ %UDQGRPĪī %\UQHĪī DQG:ULJKWĪī ,¶OO
WKHQGLVFXVVWKHYLHZRISHUFHSWLRQ0F'RZHOOSXWVIRUZDUGLQWKHOLJKW
RIWKLVVHWXSĪVHHĪīī ,¶OOWKHQSDXVHWRSRLQWRXWKRZ0F'RZHOO¶V
YLHZRISHUFHSWLRQLVUHOHYDQWWRJLYLQJD5HDVRQV$QVZHUWRWKHTXHVWLRQ
RIH[SODQDWLRQĪVHHVHFWLRQĪīī )LQDOO\ ,¶OOURXQGRɱWKHGLVFXVVLRQ
RI0F'RZHOO¶VYLHZRISHUFHSWLRQE\GLVFXVVLQJKRZLWFDQEHXQGHUVWRRG
WRJLYHXVDQDFFRXQWRIVHHLQJDVZHRUGLQDULO\XQGHUVWDQGLWħZKLFKLV
QHFHVVDU\LILWLVWRSOD\DUROHLQDQVZHULQJWKHTXHVWLRQRIH[SODQDWLRQ
ĪVHHVHFWLRQĪīī
 0LQLPDO(PSLULFLVP
:HFDQEHJLQZLWKWKHYLHZWKDW0F'RZHOO LQWKH,QWURGXFWLRQWR0LQG
DQG:RUOG FDOOVµPLQLPDOHPSLULFLVP¶ĪS [Lī 7KHYLHZLVWKDWµH[SHULHQFH
PXVWFRQVWLWXWHDWULEXQDO PHGLDWLQJWKHZD\RXUWKLQNLQJLVDQVZHUDEOH
WRKRZWKLQJVDUH DVLWPXVWEHLIZHDUHWRPDNHVHQVHRILWDVWKLQNĥ
LQJDWDOO¶ĪS [LLī 7KHLGHDLVWKDWLWLVDFRQGLWLRQRIWKHSRVVLELOLW\RI
HPSLULFDOWKRXJKWħWKRXJKWDERXWWKHZRUOGħWKDWH[SHULHQFHFDQVWDQG
LQMXVWL¿FDWRU\UHODWLRQVWRLQVWDQFHVRIHPSLULFDOWKLQNLQJ ([SHULHQFHV
ZKLFKFDQVWDQGLQMXVWL¿FDWRU\UHODWLRQVWRHPSLULFDOEHOLHIVPXVWEHDEOH
WRSURYLGHUHDVRQVIRUWKRVHEHOLHIV
7KH  WKHVLV RI PLQLPDO  HPSLULFLVPFRPHV  DERXW  LQ  WKH  IROORZLQJ
ZD\ :HVWDUWZLWKWKHLGHDWKDWLWLVVRPHKRZFRQVWLWXWLYHRIHPSLULFDO
WKRXJKWWKDWLWLVDQVZHUDEOHWRWKHZRUOG RU DV0F'RZHOODOVRSXWVLW
DQVZHUDEOHWRKRZWKLQJVDUH 7KLVLVZKDW0F'RZHOOZDQWVWRFDSWXUH
ZKHQKHVWDWHVWKDWWKHµUHODWLRQEHWZHHQPLQGDQGZRUOGLVQRUPDWLYH¶
ĪS [LLī 7KLVLVUHTXLUHG 0F'RZHOOWKLQNV WRPDNHVHQVHRIWKHLGHD
WKDWHPSLULFDOWKRXJKWKDVHPSLULFDOUHSUHVHQWDWLRQDOFRQWHQW WKDWLW
KDVDFHUWDLQVRUWRILQWHQWLRQDOLW\ħWKDWHPSLULFDOWKLQNLQJLVµGLUHFWHG
WRZDUGVWRZRUOG¶ RUµDERXWWKHZRUOG¶ RUKDVµREMHFWLYHSXUSRUW¶ĪRQ
WKLVODVWQRWLRQVHH 0F'RZHOOĪEīī 6LQFHWKHUHLVQRVXFKWKLQJDV
HPSLULFDOWKLQNLQJRUHPSLULFDOWKRXJKWZLWKRXWVXFKUHSUHVHQWDWLRQDO
FRQWHQWĪ S ī WKHLGHDWKDWHPSLULFDOWKRXJKWLVDQVZHUDEOHWRWKH
ZRUOG LVUHTXLUHGWRPDNHVHQVHRIHPSLULFDOWKRXJKW SHUVH

7KLVLVQRW\HWPLQLPDOHPSLULFLVP VLQFHQRPHQWLRQLVPDGHRISHUĥ
FHSWXDO H[SHULHQFH %XW0F'RZHOOWKLQNVWKDWZHFDQ¶WXQGHUVWDQGKRZ
HPSLULFDOWKLQNLQJFRXOGEHDQVZHUDEOHWRWKHZRUOGH[FHSWE\ZD\RI
WKHLGHDWKDWµRXUWKLQNLQJLVDQVZHUDEOHWRH[SHULHQFH¶ĪS [LLī $QG
¿QDOO\ 0F'RZHOOXUJHV WKLVUHTXLUHVXVWRWKLQNRIH[SHULHQFHDVDWULĥ
EXQDOZKLFKµVWDQGVLQMXGJHPHQW¶RYHURXUHPSLULFDOWKLQNLQJĪS [LLī DV
DUDWLRQDOFRQVWUDLQWRQHPSLULFDOWKLQNLQJĪZKLFKLVWRVD\LWUHTXLUHVXV
WRWKLQNRIH[SHULHQFHDVKDYLQJDUHDVRQJLYLQJUROHī 3XWWLQJWKHSLHFHV
WRJHWKHUZHJHWWKHWKHVLVRIPLQLPDOHPSLULFLVPDVDFRQGLWLRQRIWKH
SRVVLELOLW\RIHPSLULFDOWKRXJKW
0F'RZHOORIWHQJLYHVH[SUHVVLRQWRPLQLPDOHPSLULFLVPLQERWK.DQĥ
WLDQDQG6HOODUVLDQMDUJRQĪVHH .DQWĪī DQG 6HOODUVĪī DQGVHH
HVSHFLDOO\ 0F'RZHOOĪī  DQGIRUDGHYHORSPHQWRIWKHIUDPHZRUN
KHGHYHORSVLQWKHVHWHUPVVHH0F'RZHOOĪGīī ,QWKH.DQWLDQLGLRP
PLQLPDOHPSLULFLVPLVWKHWKHVLVWKDWFRQWULEXWLRQVIURPWKH³IDFXOW\RI
XQGHUVWDQGLQJ´ RUH[HUFLVHVRI³VSRQWDQHLW\´LQHPSLULFDOWKRXJKWĪWKDW
LV H[HUFLVHVRIFRQFHSWXDOFDSDFLWLHVLQPDNLQJHPSLULFDOMXGJHPHQWVī
PXVWEHVXEMHFWWRUDWLRQDOFRQVWUDLQWIURP³WKHIDFXOW\RIVHQVLELOLW\´
³VHQVLEOHLQWXLWLRQ´ RU³UHFHSWLYLW\´ĪWKDWLV SHUFHSWXDOH[SHULHQFHī ,Q
WKH6HOODUVLDQLGLRPPLQLPDOHPSLULFLVPLVWKHWKHVLVWKDWERWKHPSLULFDO
WKLQNLQJĪZKDWLVLQWKH³VSDFHRIFRQFHSWV´īDQGSHUFHSWXDOH[SHULHQFH
PXVWEHHQFORVHGLQ³WKHVSDFHRIUHDVRQV´ħWKHVSDFHLQZKLFKWKLQJV
VWDQGLQUDWLRQDOUHODWLRQV
 7KH0\WKRIWKH*LYHQDQG&RKHUHQWLVP
0F'RZHOOKDVPRUHWRVD\DERXWH[SHULHQFHWKDQWKDWLWPXVWKDYHDUHDĥ
VRQJLYLQJUROHLIHPSLULFDOWKRXJKWLVWREHSRVVLEOH +HWKLQNVWKDWWKLV
GHPDQGVDSDUWLFXODUXQGHUVWDQGLQJRIWKHQDWXUHRIH[SHULHQFH ,QSDUĥ
WLFXODUKHWKLQNVWKDWH[SHULHQFHFDQKDYHVXFKDQHSLVWHPLFUROHħDQGVR
ZHFDQVDWLVI\PLQLPDOHPSLULFLVPħRQO\LIH[SHULHQFHLVFRQFHSWXDOĪIRU
VLPLODUDUJXPHQWVVHH %UHZHUĪ īī 7KLVYLHZHPHUJHVRXWRID
FRQVLGHUDWLRQRIWZRDOOHJHGO\XQVDWLVIDFWRU\SRVLWLRQVZKLFK0F'RZHOO
WKLQNVZHDUHSURQHWRRVFLOODWHEHWZHHQ /HW¶VFRQVLGHUWKLVVHWXSQRZ
7KH¿UVWSRVLWLRQWULHVWRVDWLVI\PLQLPDOHPSLULFLVP ,WDGPLWVWKDW
H[SHULHQFHVHUYHVDVDUDWLRQDOFRQVWUDLQWRQHPSLULFDOWKLQNLQJ %XWRQ

WKLVSRVLWLRQHPSLULFDOWKLQNLQJLVUDWLRQDOO\FRQVWUDLQHGIURP RXWVLGH WKH
FRQFHSWXDOVSKHUH 0F'RZHOOĪīRXWOLQHVWKHLGHDDVIROORZV
7KHSXWDWLYHO\UHDVVXULQJLGHDLVWKDWHPSLULFDOMXVWL¿FDWLRQV
KDYHDQXOWLPDWHIRXQGDWLRQLQLPSLQJHPHQWVRQWKHFRQFHSĥ
WXDOUHDOPIURPRXWVLGH 6RWKHVSDFHRIUHDVRQVLVPDGHRXW
WREHPRUHH[WHQVLYHWKDQWKHVSDFHRIFRQFHSWV 6XSSRVH
ZHDUHWUDFLQJWKHJURXQG WKHMXVWL¿FDWLRQIRUDEHOLHIRUD
MXGJHPHQW 7KHLGHDLVWKDWZKHQZHKDYHH[KDXVWHGDOOWKH
DYDLODEOHPRYHVZLWKLQWKHVSDFHRIFRQFHSWV DOO WKHDYDLOĥ
DEOHPRYHVIURPRQHFRQFHSWXDOO\RUJDQL]HGLWHPWRDQRWKHU
ĬHJ PRYHVZKLFKH[SORLWUDWLRQDOUHODWLRQVEHWZHHQEHOLHIVĭ
WKHUHLVVWLOORQHPRUHVWHSZHFDQWDNH QDPHO\ SRLQWLQJWR
VRPHWKLQJWKDWLVVLPSO\UHFHLYHGLQH[SHULHQFH ,WFDQRQO\
EHSRLQWLQJ EHFDXVH H[K\SRWKHVL WKLVODVWPRYHLQDMXVWL¿FDĥ
WLRQFRPHVDIWHUZHKDYHH[KDXVWHGWKHSRVVLELOLWLHVRIWUDFLQJ
JURXQGVIURPRQHFRQFHSWXDOO\RUJDQL]HG DQGVRDUWLFXODEOH
LWHPWRDQRWKHUĪS ī
:KDWZHKDYHKHUHLVDQDSSHDOWRWKHLGHDRIWKH*LYHQ DQLGHDZKLFK
0F'RZHOOGHVFULEHVDVIROORZV
7KHLGHDRIWKH*LYHQLVWKHLGHDWKDWWKHVSDFHRIUHDVRQV
WKHVSDFHRIMXVWL¿FDWLRQVRUZDUUDQWV H[WHQGVPRUHZLGHO\
WKDQWKHFRQFHSWXDOVSKHUH 7KHH[WUDH[WHQWRIWKHVSDFHRI
UHDVRQVLVVXSSRVHGWRDOORZLWWRLQFRUSRUDWHQRQĥFRQFHSWXDO
LPSDFWVIURPRXWVLGHWKHUHDOPRIWKRXJKWĪS ī
%XW 0F'RZHOOWKLQNV WKLVLVD 0\WK )RUµZHFDQQRWUHDOO\XQGHUVWDQG
WKHUHODWLRQVLQYLUWXHRIZKLFKDMXGJHPHQWLVZDUUDQWHGH[FHSWDVUHODĥ
WLRQVZLWKLQWKHVSDFHRIFRQFHSWV UHODWLRQVVXFKDVLPSOLFDWLRQRUSUREĥ
DELOL¿FDWLRQ ZKLFKKROGEHWZHHQSRWHQWLDOH[HUFLVHVRIFRQFHSWXDOFDĥ
SDFLWLHV¶ĪS ī
:HKDYHKHUH LQWKHSRVLWLRQZHDUHFRQVLGHULQJ DQLQVWDQFHRIZKDW
6HOODUVĪīIDPRXVO\DWWDFNHGħWKH0\WKRIWKH*LYHQ ([SHULHQFH
FRQFHLYHGLQWKLVZD\LVQRW¿WIRUWKHSXUSRVHRIVDWLVI\LQJPLQLPDOHPĥ
SLULFLVP ([SHULHQFHXQGHUVWRRGDVVXFKFDQHQVXUHWKDWWKHZRUOGLV

FDXVDʃ\ HɷFDFLRXVZLWKUHVSHFWWRRXUWKLQNLQJ EXWLWFDQQRWHQVXUHWKDW
WKHUHLVWKHVRUWRI UDWLRQDO FRQQHFWLRQWKDWWKHPLQLPDOHPSLULFLVWKDQĥ
NHUVDIWHU
Ĭ:ĭKHQZHPDNHRXWWKDWWKHVSDFHRIUHDVRQVLVPRUHH[ĥ
WHQVLYHWKDQWKHFRQFHSWXDOVSKHUH VRWKDWLWFDQLQFRUSRUDWH
H[WUDĥFRQFHSWXDOLPSLQJHPHQWVIURPWKHZRUOG WKHUHVXOWLV
DSLFWXUHLQZKLFKFRQVWUDLQWIURPRXWVLGHLVH[HUWHGDWWKH
RXWHUERXQGDU\RIWKHH[SDQGHGVSDFHRIUHDVRQV LQZKDWZH
DUHFRPPLWWHGWRGHSLFWLQJDVDEUXWHLPSDFWIURPWKHH[ĥ
WHULRU 1RZSHUKDSVWKHSLFWXUHVHFXUHVWKDWZHFDQQRWEH
EODPHGIRUZKDWKDSSHQVDWWKHRXWHUERXQGDU\ DQGKHQFH
WKDWZHFDQQRWEHEODPHGIRUWKHLQZDUGLQÀXHQFHRIZKDW
KDSSHQVWKHUH :KDWKDSSHQVWKHUHLVWKHUHVXOWRIDQDOLHQ
IRUFH WKHFDXVDOLPSDFWRIWKHZRUOG RSHUDWLQJRXWVLGHWKH
FRQWURORIRXUVSRQWDQHLW\ %XWLWLVRQHWKLQJWREHH[HPSW
IURPEODPH RQWKHJURXQGWKDWWKHSRVLWLRQZH¿QGRXUVHOYHV
LQFDQEHWUDFHGXOWLPDWHO\WREUXWHIRUFH LWLVTXLWHDQRWKHU
WKLQJWRKDYHDMXVWL¿FDWLRQ ,QHɱHFW WKHLGHDRIWKH*LYHQ
RɱHUVH[FXOSDWLRQVZKHUHZHZDQWHGMXVWL¿FDWLRQVĪS ī
6RRQHRIWKHWZRDOOHJHGO\XQVDWLVIDFWRU\SRVLWLRQV0F'RZHOOWKLQNV
ZHDUHSURQHWRRVFLOODWHEHWZHHQLVDYDLQDSSHDOWRWKH*LYHQ 7KDW
LVQRWWRVD\WKDWWKHUHLVQRDWWUDFWLRQWRWKLVDSSHDO )RUWKHDSSHDO
LVPDGHLQWKHKRSHRIVDWLVI\LQJPLQLPDOHPSLULFLVP 7KHIUHHGRPZH
KDYHWRH[HUFLVHFRQFHSWVLQWKRXJKWĪ³VSRQWDQHLW\´īPXVWEHVXEMHFWWR
µFRQWUROIURPRXWVLGHRXUWKLQNLQJ RQSDLQRIUHSUHVHQWLQJWKHRSHUDWLRQV
RIVSRQWDQHLW\DVDIULFWLRQOHVVVSLQQLQJLQDYRLG¶ĪS ī $QG0F'RZHOO
FRQFHGHVWKDWWKHWHPSWDWLRQRIDSSHDOLQJWRWKH*LYHQLVWKDWWKH*LYHQ
µVHHPVWRVXSSO\WKDWH[WHUQDOFRQWURO¶ĪS ī %XWLQ0F'RZHOO¶VH\HVLW
LVQRWDZRUNDEOHSRVLWLRQ
$V0F'RZHOOVHHVWKLQJV UHMHFWLQJWKHDSSHDOWRWKH*LYHQFDQSURSHO
XVWRZDUGVDQHTXDOO\XQVDWLVIDFWRU\SRVLWLRQ 7KLVDOWHUQDWLYHSRVLWLRQ
VKDUHVWKHLGHDWKDWH[SHULHQFHVUHODWHRQO\FDXVDOO\WRHPSLULFDOWKLQNĥ
LQJ %XWWKHDOWHUQDWLYHHQGRUVHVDFRQVHTXHQFHRIWKLV DQGXUJHVWKDWZH
JLYHXSRQWKHLGHDWKDWH[SHULHQFHFDQFRQVWLWXWHDWULEXQDOZKLFKVWDQGV
LQMXGJHPHQWRQHPSLULFDOWKLQNLQJ ,WJLYHVXSRQPLQLPDOHPSLULFLVP

0F'RZHOOFDVWV 'DYLGVRQĪīDVDSURSRQHQWRIWKLVSRVLWLRQ 'DYLGĥ
VRQWKLQNVRIH[SHULHQFH DV0F'RZHOOSXWVLW DVµQRWKLQJEXWDQH[WUDĥ
FRQFHSWXDOLPSDFWRQVHQVLELOLW\¶ĪS ī $QGVRKHH[FOXGHVH[SHULHQFH
IURPWKHVSDFHRIUHDVRQV 2Q'DYLGVRQ¶VYLHZ µH[SHULHQFHLVFDXVDOO\
UHOHYDQWWRDVXEMHFW¶VEHOLHIVDQGMXGJHPHQWV EXWLWKDVQREHDULQJRQ
WKHLUVWDWXVDVMXVWL¿HGRUZDUUDQWHG¶ĪS ī
:HFDQ¶W 'DYLGVRQWKLQNV WDNHH[SHULHQFHWREHDVRXUFHRIMXVWL¿ĥ
FDWLRQ ,QVWHDG'DYLGVRQUHFRPPHQGVDFRKHUHQFHWKHRU\RQZKLFKDQ\
MXVWL¿FDWLRQWKHUHPLJKWEHIRUDJLYHQEHOLHILVVRPHKRZFRQ¿QHGWRLWV
UHODWLRQWRRWKHUEHOLHIVħDQGQRWKLQJHOVH 'DYLGVRQVD\VWKDW
ĬZĭKDWGLVWLQJXLVKHVDFRKHUHQFHWKHRU\LVVLPSO\WKHFODLP
WKDWQRWKLQJFDQFRXQWDVDUHDVRQIRUKROGLQJDEHOLHIH[FHSW
DQRWKHUEHOLHI ,WVSDUWLVDQUHMHFWVDVXQLQWHOOLJLEOHWKHUHTXHVW
IRUDJURXQGRUVRXUFHRIMXVWL¿FDWLRQRIDQRWKHULONĪS ī
$SSHDOLQJWRWKH*LYHQLVRQHZD\RIUHTXHVWLQJDVRXUFHRIMXVWL¿FDWLRQ
RIDQRWKHULON 'DYLGVRQ LQHQGRUVLQJWKHFRKHUHQFHWKHRU\ SURIHVVHV
WR¿QGWKLVXQLQWHOOLJLEOH DQGDVZH¶YHVHHQ0F'RZHOO¿QGVLWXQVDWLVĥ
IDFWRU\ %XW0F'RZHOOWKLQNVWKDWWRHQGRUVHD'DYLGVRQLDQFRKHUHQFH
WKHRU\ DVDUHDFWLRQDJDLQVWWKH0\WKRIWKH*LYHQ LVWRUHFRLOLQWRDQ
HTXDOO\XQVDWLVIDFWRU\SRVLWLRQ 0F'RZHOOQRWHVWKDW
'DYLGVRQUHFRLOVIURPWKH0\WKRIWKH*LYHQDOOWKHZD\WR
GHQ\LQJH[SHULHQFHDQ\MXVWL¿FDWRU\UROH DQGWKHFRKHUHQWLVW
XSVKRWLVDYHUVLRQRIWKHFRQFHSWLRQRIVSRQWDQHLW\DVIULFĥ
WLRQOHVV WKHYHU\WKLQJWKDWPDNHVWKHLGHDRIWKH*LYHQDWĥ
WUDFWLYH 7KLVLVMXVWRQHRIWKHPRYHPHQWVLQWKHRVFLOODWLRQ
WKDW, KDYHVSRNHQRI 7KHUHLVQRWKLQJWRSUHYHQWLWIURP
WULJJHULQJWKHIDPLOLDUUHFRLOLQLWVWXUQ ĪS ī
7KHODVWVHQWHQFHKHUHUHÀHFWVZK\0F'RZHOO¿QGV'DYLGVRQ¶VSRVLWLRQ
XQVDWLVIDFWRU\ 'DYLGVRQ¶VSRVLWLRQGRHVQRWKLQJWRDGGUHVVWKHWHPSWDĥ
WLRQWKHUHLVLQDSSHDOLQJWRWKH*LYHQ 0F'RZHOOJRHVRQ
'DYLGVRQ¶VSLFWXUHGHSLFWVRXUHPSLULFDOWKLQNLQJDVHQJDJHG
LQZLWKQRUDWLRQDOFRQVWUDLQW EXWRQO\FDXVDOLQÀXHQFH IURP
RXWVLGH 7KLVMXVWUDLVHVDZRUU\DVWRZKHWKHUWKHSLFWXUH

FDQDFFRPPRGDWHWKHVRUWRIEHDULQJRQUHDOLW\WKDWHPSLULĥ
FDOFRQWHQWDPRXQWVWR DQGWKLVLVMXVWWKHNLQGRIZRUU\WKDW
FDQPDNHDQDSSHDOWRWKH*LYHQVHHPQHFHVVDU\ $QG'DYLGĥ
VRQGRHVQRWKLQJWRDOOD\WKHZRUU\ , WKLQNZHVKRXOGEH
VXVSLFLRXVRIKLVEODQGFRQ¿GHQFHWKDWHPSLULFDOFRQWHQWFDQ
EHLQWHOOLJLEO\LQRXUSLFWXUHHYHQWKRXJKZHFDUHIXOO\VWLSXĥ
ODWHWKDWWKHZRUOG¶VLPSDFWVRQRXUVHQVHVKDYHQRWKLQJWRGR
ZLWKMXVWL¿FDWLRQĪSS Ħī
0F'RZHOOWKLQNVZHQHHGWRWDNHPLQLPDOHPSLULFLVPVHULRXVO\ $SSHDOĥ
LQJWRWKH*LYHQLVRQHZD\WRGRWKDWħDEDGZD\ DVLWWXUQVRXW %XWWKH
'DYLGVRQLDQDOWHUQDWLYH UHFRLOLQJIURPWKH*LYHQ MXVWUHMHFWVPLQLPDO
HPSLULFLVP 0F'RZHOO¶VSUREOHPZLWKWKLVLVWKDWµ'DYLGVRQGRHVQRWKĥ
LQJWRXQGHUPLQHWKHWKRXJKWWKDWPLQLPDOHPSLULFLVP ZKLFKKHUHMHFWV
LVDQHFHVVDU\FRQGLWLRQIRUHPSLULFDOFRQWHQWWREHDQ\WKLQJEXWP\VWHĥ
ULRXV¶Ī S ī *LYHQWKLV µ'DYLGVRQXQGHUPLQHVKLVULJKWWRWKH
LGHD« RIDERG\RIEHOLHIV¶Ī S ī %XWDFRKHUHQFHWKHRU\FHUWDLQO\
QHHGVWRPDNHVHQVHRIWKHLGHDRIDERG\RIEHOLHIV
7KXV0F'RZHOOWKLQNVWKDW'DYLGVRQ¶VSRVLWLRQLVQRWVDWLVIDFWRU\
,QVWHDGRIEHLQJWKHFRPIRUWDEOHUHVWLQJSRLQW'DYLGVRQVXSSRVHVLWLV
LWLV UDWKHU DSWWREHMXVWRQHSDUWRIDQRVFLOODWLRQEHWZHHQXQVDWLVIDFĥ
WRU\SRVLWLRQV 7RHVFDSHWKHRVFLOODWLRQ WRµGLVPRXQWWKHVHHVDZ¶ĪS ī
0F'RZHOOWKLQNV UHTXLUHVXVWRµDYRLGWKH0\WKRIWKH*LYHQZLWKRXW
UHQRXQFLQJWKHFODLPWKDWH[SHULHQFHLVDUDWLRQDOFRQVWUDLQWRQWKLQNLQJ¶
ĪS ī 7KLVLVZKHUH0F'RZHOO¶VFRQFHSWLRQRISHUFHSWXDOH[SHULHQFHDV
FRQFHSWXDOFRPHVLQ DVDZD\RIGLVPRXQWLQJWKHVHHVDZ , WXUQWRWKLV
QRZ
 3HUFHSWXDO([SHULHQFHDV&RQFHSWXDO
%\FRQFHLYLQJRISHUFHSWXDOH[SHULHQFHDVZLWKLQWKHVSDFHRIFRQFHSWV
ZHFDQ FRQWUDWKHFRKHUHQWLVW KROGRQWRWKHPLQLPDOHPSLULFLVWLGHD
WKDWRXUHPSLULFDOWKLQNLQJLVVXEMHFWWRUDWLRQDOFRQVWUDLQWIURPRXWVLGH
%XWZHGRQ¶WIDOOSUH\WRWKH0\WKRIWKH*LYHQ :HDUHQRWLPDJLQLQJ
LQYDLQ WKDWWKHVSDFHRIUHDVRQVH[WHQGVEH\RQGWKHVSDFHRIFRQFHSWV
$V0F'RZHOOVD\V

7KLVĬWKLQNLQJRIH[SHULHQFHDVFRQFHSWXDOĭPDNHVURRPIRUD
GLɱHUHQWQRWLRQRIJLYHQQHVV RQHWKDWLVLQQRFHQWRIWKHFRQĥ
IXVLRQEHWZHHQMXVWL¿FDWLRQDQGH[FXOSDWLRQ 1RZZHQHHG
QRWWU\WRPDNHRXWWKDWWKHVSDFHRIUHDVRQVLVPRUHH[WHQĥ
VLYHWKDQWKHVSDFHRIFRQFHSWV :KHQZHWUDFHWKHJURXQG
IRUDQHPSLULFDOMXGJHPHQW WKHODVWVWHSWDNHVXVWRH[SHULĥ
HQFHV ([SHULHQFHVDOUHDG\KDYHFRQFHSWXDOFRQWHQW VRWKLV
ODVWVWHSGRHVQRWWDNHXVRXWVLGHWKHVSDFHRIFRQFHSWV %XW
LWWDNHVXVWRVRPHWKLQJLQZKLFKVHQVLELOLW\ħUHFHSWLYLW\ħLV
RSHUDWLYH VRZHQHHGQRORQJHUEHXQQHUYHGE\WKHIUHHGRP
LPSOLFLWLQWKHLGHDWKDWRXUFRQFHSWXDOFDSDFLWLHVEHORQJWR
DIDFXOW\RIVSRQWDQHLW\ :HQHHGQRWZRUU\WKDWRXUSLFWXUH
OHDYHVRXWWKHH[WHUQDOFRQVWUDLQWWKDWLVUHTXLUHGLIH[HUFLVHV
RIRXUFRQFHSWXDOFDSDFLWLHVDUHWREHUHFRJQL]DEOHDVEHDULQJ
RQWKHZRUOGDWDOOĪS ī
,QVRIDUDV0F'RZHOOWKLQNVRIH[SHULHQFHDVFRQFHSWXDO KHKDVQR
WLPHIRUDYLHZRIH[SHULHQFHZKLFKWKLQNVRILWDVQHFHVVDULO\LQYROYĥ
LQJFRQFHSWXDOL]DWLRQRIVRPHQRQĥFRQFHSWXDOGHOLYHUDQFHVRIUHFHSWLYLW\
5DWKHU
7KHUHOHYDQWFRQFHSWXDOFDSDFLWLHVDUHGUDZQRQ LQ UHFHSWLYĥ
LW\«,WLVQRWWKDWWKH\DUHH[HUFLVHG RQ DQH[WUDĥFRQFHSWXDO
GHOLYHUDQFHRIUHFHSWLYLW\ :HVKRXOGXQGHUVWDQGZKDW.DQW
FDOOV³LQWXLWLRQ´ħH[SHULHQWLDOLQWDNHħQRWDVDEDUHJHWWLQJ
RIDQH[WUDĥFRQFHSWXDO*LYHQ EXWDVDNLQGRIRFFXUUHQFHRU
VWDWHWKDWDOUHDG\KDVFRQFHSWXDOFRQWHQW ,QH[SHULHQFH RQH
WDNHVLQ IRULQVWDQFHVHHV WKDWWKLQJVDUHWKXVDQGVR 7KDWLVWKH
VRUWRIWKLQJRQHFDQDOVR IRULQVWDQFH MXGJHĪS ī
)RU0F'RZHOOµUHFHSWLYLW\GRHVQRWPDNHDQHYHQQRWLRQDOO\VHSDUDEOH
FRQWULEXWLRQWRWKHFRĥRSHUDWLRQĬEHWZHHQUHFHSWLYLW\DQGVSRQWDQHLW\ĭ¶
ĪS ī 7KHUHLVQ¶W IRU0F'RZHOO DPRGHRIUHFHSWLYLW\ZKLFKLVERWK
QRQĥFRQFHSWXDODQGZKLFKFRQVWLWXWHVH[SHULHQFH
%XWZKDW LQDPRUHSRVLWLYHOLJKW GRHV0F'RZHOO¶VFRQFHSWXDOLVWSRĥ
VLWLRQDPRXQWWR" 7KHHVVHQWLDOVRIDQDQVZHUWRWKLVTXHVWLRQDUHFRQĥ
WDLQHGLQWKHSDVVDJHDERYH 1DPHO\ H[SHULHQFHKDV FRQFHSWXDOFRQWHQW

DQGLQYROYHVWKHRSHUDWLRQRI FRQFHSWXDOFDSDFLWLHV 7RXQGHUVWDQGWKHVHHOĥ
HPHQWVRI0F'RZHOO¶VYLHZ DQGWKXVWRXQGHUVWDQG0F'RZHOO¶VFRQFHSĥ
WXDOLVPDERXWH[SHULHQFH , WKLQNLWZLOOEHXVHIXOWRGUDZRQDGLVWLQFWLRQ
EHWZHHQWZRZD\VRIXQGHUVWDQGLQJFRQFHSWXDOLVPDQGQRQFRQFHSWXDOĥ
LVPWKDWZH¿QGLQWKHOLWHUDWXUH +ROGLQJWRWKLVGLVWLQFWLRQ DVZH¶OOVHH
RSHQVXSWKHVSDFHRISRVVLEOHSRVLWLRQVUHJDUGLQJZKHWKHURUQRWH[SHĥ
ULHQFHLVFRQFHSWXDO 7KHSRLQWRIORRNLQJLQWRWKLVDVSHFWRIWKHFXUUHQW
OLWHUDWXUHLVWRJHWLQWRDSRVLWLRQZKHUHE\ZHFDQSODFH0F'RZHOO¶VYLHZ
DVRQHDPRQJDUDQJHRIĪVHHPLQJīRSWLRQV 7KLVZLOO , KRSH KHOSXVWR
DFKLHYHDEHWWHUXQGHUVWDQGLQJRI0F'RZHOO¶VYLHZ
:KDW WKHQ LVWKHGLVWLQFWLRQEHWZHHQZD\VRIXQGHUVWDQGLQJFRQĥ
FHSWXDOLVPDQGQRQFRQFHSWXDOLVPWKDW, PHQWLRQHG" ,QGLVFXVVLQJ (YDQV
ĪīZKRLQWURGXFHGWKHQRWLRQRIµQRQFRQFHSWXDOFRQWHQW¶WRXV 6WDOĥ
QDNHUĪīVD\V
6RPH  WKLQJV (YDQV  VD\V  VXJJHVW  WKDW  LW  LV PHQWDO  VWDWHV
UDWKHUWKDQWKHLUFRQWHQWV WKDWDUHFRQFHSWXDORUQRQFRQĥ
FHSWXDO«EXWLWLVFOHDUWKDWKHWKLQNVWKDWWKHUHDUHWZRNLQGV
RIFRQWHQW DQGQRWMXVWWZRNLQGVRIVWDWHVWKDWFRQWHQWLV
XVHGWRFKDUDFWHUL]H RUWZRZD\VLQZKLFKFRQWHQWPLJKWEH
H[SUHVVHGĪS ī
$QGFRQVLGHUWKHIROORZLQJIURP+HFNĪī DOVRGLVFXVVLQJ(YDQVZKR
QRWHVWKDWRQD³VWDWHYLHZ´RISHUFHSWLRQDVQRQFRQFHSWXDO
3HUFHSWLRQLVMXVWDVWDWHRIDGLɱHUHQWVRUWIURPEHOLHI D
QRQFRQFHSWXDO RUFRQFHSWĥLQGHSHQGHQW VWDWH DVRSSRVHGWR
DFRQFHSWXDO RUFRQFHSWĥGHSHQGHQW VWDWH Ĭ%XW(YDQ¶VYLHZ
ZDVĭZKDWZHPLJKWFDOO³WKHFRQWHQWYLHZ´ WKDWWKHFRQWHQW
RISHUFHSWXDOVWDWHVLVGLɱHUHQWLQNLQGIURPWKDWRIFRJQLWLYH
VWDWHVOLNHEHOLHI 7KHIRUPHULVQRQĥFRQFHSWXDO WKHODWWHU
FRQFHSWXDOĪS ī
7KHVHUHPDUNVHQFRXUDJHWKHLGHDWKDWWKHUHDUHWZRZD\VRIXQGHUĥ
VWDQGLQJWKHLGHDWKDWSHUFHSWLRQLVFRQFHSWXDOĪRUQRQFRQFHSWXDOī 7DNH
WKHFRQFHSWXDOLVW WKHVLV 2QWKHRQHKDQGWKLVPLJKWEHXQGHUVWRRG
DVDWKHVLVDERXWSHUFHSWXDOVWDWHV $FFRUGLQJO\ SHUFHSWXDOVWDWHVDUH

FRQFHSWĥGHSHQGHQWVWDWHV %XWRQWKHRWKHUKDQGLWPLJKWEHXQGHUVWRRG
DVDWKHVLVDERXWWKHFRQWHQWVRIWKRVHVWDWHV $FFRUGLQJO\ SHUFHSWXDO
VWDWHVKDYHFRQFHSWXDOFRQWHQWV 1RZWDNHWKHQRQFRQFHSWXDOLVWWKHVLV
7KLVPLJKWEHXQGHUVWRRGDVDWKHVLVDERXWSHUFHSWXDOVWDWHV $FFRUGĥ
LQJO\ SHUFHSWXDOVWDWHVDUHFRQFHSWĥLQGHSHQGHQW %XWRQWKHRWKHUKDQG
LWPLJKWEHXQGHUVWRRGDVDWKHVLVDERXWWKHFRQWHQWVRIWKRVHVWDWHV
$FFRUGLQJO\ SHUFHSWXDOVWDWHVKDYHQRQFRQFHSWXDOFRQWHQWV ,WVHHPV
WKHQ WKDWWKHUHDUHWZRZD\VWRXQGHUVWDQGWKHWKHVLVRIFRQFHSWXDOLVP
DQGWZRZD\VWRXQGHUVWDQGWKHWKHVLVRIQRQFRQFHSWXDOLVP 7KHUHLV
VWDWHĥĪQRQīFRQFHSWXDOLVP DQGFRQWHQWĥĪQRQīFRQFHSWXDOLVP Ī)RUFORVHO\
UHODWHGGLVWLQFWLRQVEHWZHHQZD\VRIXQGHUVWDQGLQJWKHLGHDWKDWSHUFHSĥ
WLRQLVFRQFHSWXDOĪRUQRQFRQFHSWXDOīVHH 6SHDNVĪī DQG &URZWKHU
Īī )RUGLVFXVVLRQZKLFKUHÀHFWVXSRQWKHVHGLVWLQFWLRQVVHH HJ
%\UQHĪī %HUP~GH]Īī 7RULELRĪī %HUP~GH]DQG&DKHQ
Īī DQG 'XKDXĪ)RUWKFRPLQJīī
%XWZKDW LIDQ\WKLQJ LVWKHVXEVWDQFHRIWKLVGLVWLQFWLRQ" 2QWKH
IDFHRILWLIDSHUFHSWXDOVWDWHKDVFRQFHSWXDOFRQWHQWWKHQLW LV DFRQFHSWĥ
GHSHQGHQWVWDWH $QGZHPLJKWZRQGHUZKDWHOVHLWFRXOGEHIRUDVWDWHWR
EHFRQFHSWĥGHSHQGHQWRWKHUWKDQE\KDYLQJDFRQFHSWXDOFRQWHQW /LNHĥ
ZLVH RQWKHIDFHRILWLIDSHUFHSWXDOVWDWHLVQRQFRQFHSWXDOWKHQLWLVD
FRQFHSWĥLQGHSHQGHQWVWDWH $QGZHPLJKWZRQGHUZKDWHOVHLWFRXOGEH
IRUDVWDWHWREHFRQFHSWĥLQGHSHQGHQWRWKHUWKDQE\KDYLQJDQRQFRQFHSĥ
WXDOFRQWHQW ,IWKHUHLVDGLVWLQFWLRQKHUHLWLVDVXEWOHRQHDQGLQQHHGRI
VRPHPRWLYDWLRQ
/HW¶VVWDUWZLWKWKHLGHDWKDWDSHUFHSWXDOVWDWHKDVUHSUHVHQWDWLRQDO
FRQWHQW 7KXV VXSSRVHWKDW S KDVDYLVXDOH[SHULHQFHDVRIDUHGFXEH
7KLVH[SHULHQFHUHSUHVHQWVWKLQJVDVEHLQJDFHUWDLQZD\WR S ĪIRU  LQĥ
VWDQFH LWUHSUHVHQWVWR S WKHSUHVHQFHRIDUHGFXEHLQKHUHQYLURQPHQWī
,WGRHVVRLQYLUWXHRIWKHUHSUHVHQWDWLRQDOFRQWHQWLWSRVVHVVHV :HFDQ
VSHFLI\WKHFRQWHQWLQSURSRVLWLRQDOWHUPV HJ S YLVXDOO\H[SHULHQFHV WKDW
WKHFXEHLVUHG ĪRU WKDWWKHUHLVDUHGFXEHWKHUHī :H VSHFLI\ WKHFRQWHQWRI S ¶V
H[SHULHQFHXVLQJFRQFHSWV EXW DVLVW\SLFDOO\SRLQWHGRXW WKDWGRHVQ¶W
VSHDNWRZKHWKHURUQRWWKHFRQWHQWRI S ¶VH[SHULHQFHLVLWVHOIFRQFHSWXDO
:KDWWKHQZRXOGLWPHDQWRVXSSRVHWKDW S ¶VH[SHULHQFHKDVDFRQFHSĥ
WXDOFRQWHQW" 7\SLFDOO\ZH¿QGWKLVH[SUHVVHGLQWHUPVRIWKHLGHDWKDW
H[SHULHQFHKDVFRQWHQWRIDNLQGZKLFKFDQDOVREHWKHFRQWHQWRIMXGJHĥ

PHQWDQGEHOLHI $QGWKLV LWLVVXSSRVHG LVFRQWHQWVRPHKRZ FRPSRVHG
H[FOXVLYHO\RIFRQFHSWV 3HDFRFNHĪīH[SUHVVHVWKLVOLQHRIWKRXJKWDV
IROORZV
:HQHHGWREHYHU\FOHDUZKDWZHPHDQE\µFRQFHSWXDO¶ ,
VKDOOEHWDNLQJLWWKDWFRQFHSWXDOFRQWHQWLVFRQWHQWRIDNLQG
WKDWFDQEHWKHFRQWHQWRIMXGJPHQWDQGEHOLHI &RQFHSWV
DUHFRQVWLWXHQWVRIWKRVHLQWHQWLRQDOFRQWHQWVZKLFKFDQEH
WKHFRPSOHWH WUXWKĥHYDOXDEOH FRQWHQWVRIMXGJPHQWDQGEHĥ
OLHI &RQFHSWXDOFRQWHQWDQGFRQFHSWV, WDNHWRKDYHLGHQĥ
WLWLHVFRQIRUPLQJWR LQGHHGDQVZHUDEOHWR *RWWORE)UHJH¶V
FULWHULRQRILGHQWLW\IRUVHQVHV &RPSOHWHFRQWHQWV p DQG q
DUHGLVWLQFWLIDQGRQO\LILWLVSRVVLEOHIRUVRPHRQHIRUZKRP
WKHTXHVWLRQDULVHVUDWLRQDOO\WRMXGJHWKDW p ZLWKRXWMXGJLQJ
WKDW q DQGHYHQZKLOHMXGJLQJQRWĥq 6RWKHFRQWHQWµ7KLV
FRXQWU\LV,WDO\¶LVGLVWLQFWIURPWKHFRQWHQWµ7KLVFRXQWU\LV
WKLVFRXQWU\¶ WKHFRQWHQWµ7KHÀRRUĥSODQLVVTXDUH¶LVGLVWLQFW
IURPµ7KHÀRRUĥSODQLVDUHJXODUGLDPRQG¶ WKHFRQWHQWµ<RXU
ORVWSHQLVWKHUH¶ĪSRLQWLQJXQGHUDSLOHRISDSHUVīLVGLVWLQFW
IURPµ<RXUORVWSHQLVZKHUH\RXODVWXVHGLW¶ &RQFHSWVC DQG
D DUHGLVWLQFWLIDQGRQO\LIWKHHLVVRPHFRPSOHWLQJFRQWHQW
Σ VXFKWKDWFRPSOHWHFRQWHQW ΣĪCīLVGLVWLQFWIURPWKHFRPĥ
SOHWHFRQWHQW ΣĪDī«ĪS ī
&RQFHSWXDOFRQWHQW XQGHUVWRRGDVVXFK LVSURSRVLWLRQDO DQGVRWUXWKĥ
HYDOXDEOHFRQWHQWZKLFKLVEXLOWXSH[FOXVLYHO\RXWRIFRQFHSWVĪXQGHUĥ
VWRRGLQWHUPVRI)UHJHDQVHQVHVī ,IRQHWKLQNVWKDWH[SHULHQFHKDVQRQĥ
FRQFHSWXDOFRQWHQW RQHZLOOGHQ\WKDWWKHFRQWHQWLWKDVLVEXLOWXSRXW
RIFRQFHSWV 7KLVOHDYHVLWRSHQZKDWWKHQDWXUHRIWKHĪQRQFRQFHSWXDOī
FRQWHQWRIH[SHULHQFHLV Ī)RUGLɱHUHQWYLHZVRQWKLVVHH IRULQVWDQFH
3HDFRFNHĪDEī 6WDOQDNHUĪī DQG 7\HĪ   īī
, LQWHQGWKHVHEULHI UHPDUNVWRJLYHDVHQVHRI ZKDW LW ZRXOGEH
WR  HQGRUVH FRQWHQWĥFRQFHSWXDOLVP RU FRQWHQWĥQRQFRQFHSWXDOLVP %XW
GR  WKH\ KHOS  XV  WR  JHW  FOHDU  RQ  WKH GLVWLQFWLRQ EHWZHHQ  VWDWHĥ  DQG
FRQWHQWĥĪQRQīFRQFHSWXDOLVP" 2QH PLJKW ZRQGHU  DERXW  WKLV IRU  LI
H[SHULHQFHKDVFRQFHSWXDOFRQWHQW LQWKHVHQVHVSHFL¿HG WKHQVXUHO\
SHUFHSWXDOVWDWHVZLOOEH E\GH¿QLWLRQ FRQFHSWĥGHSHQGHQWVWDWHV $QG

LIH[SHULHQFHKDVQRQFRQFHSWXDOFRQWHQW LQWKHVHQVHVSHFL¿HG WKHQ
VXUHO\ SHUFHSWXDO  VWDWHV ZLOO  EH E\ GH¿QLWLRQ FRQFHSWĥLQGHSHQGHQW
VWDWHVħDWOHDVWZLWKUHVSHFWWRWKHLUFRQWHQWV ,IWKLVLVULJKW LWORRNV
OLNHFRQWHQWĥĪQRQīFRQFHSWXDOLVPHQWDLOVVWDWHĥĪQRQīFRQFHSWXDOLVP
%XWLQWKHOLWHUDWXUH ZH¿QGDPRUHVSHFL¿FVXJJHVWLRQDVWRZKDWLWLV
IRUDSHUFHSWXDOVWDWHWREHFRQFHSWĥGHSHQGHQWĪRUFRQFHSWĥLQGHSHQGHQWī
ZKHUHE\WKLV LVQ·W VLPSO\UHDGRɱIURPZKDWWKHQDWXUHRIWKHFRQWHQWRI
WKHVWDWHLV 7KHLGHDLVWKDWDVWDWHLVFRQFHSWĥGHSHQGHQWMXVWLILQRUGHUWR
EHLQWKHVWDWHWKHVXEMHFWRIWKHVWDWHQHHGVWR SRVVHVVWKHFRQFHSWV UHOHYDQW
WRVSHFLI\LQJWKHFRQWHQWRIWKHVWDWH LWLVFRQFHSWĥLQGHSHQGHQWRWKHUĥ
ZLVH 6XSSRVHWKHQWKDW, KDYHDQH[SHULHQFHDVRIDUHGFXEHEHIRUHPH
1RZZKDWHYHUWKHQDWXUHRIWKHFRQWHQWRIWKLVH[SHULHQFHħZKHWKHULW
EHFRQFHSWXDORUQRQFRQFHSWXDOħZHFDQ IURPDWKLUGĥSHUVRQSHUVSHFĥ
WLYH VSHFLI\ LWVFRQWHQWXVLQJFRQFHSWV HJ &8%(5('HWF 7KLVH[SHĥ
ULHQFHLV VWDWHĥFRQFHSWXDOMXVWLILQRUGHUIRUPHWRXQGHUJRLW, PXVW SRVVHVV
WKRVHFRQFHSWVUHOHYDQWWRVSHFLI\LQJWKHFRQWHQWĪ5('&8%(HWFī ,W
LV VWDWHĥQRQFRQFHSWXDORWKHUZLVH
:KHWKHU  DQ  H[SHULHQFH  LV  VWDWHĥFRQFHSWXDO  ĪRU  QRQFRQFHSWXDOī
XQGHUVWRRGLQWKLVZD\ħWKDWLV XQGHUVWRRGLQWHUPVRIFRQFHSW SRVVHVĦ
VLRQħLVVXSSRVHGWREHORJLFDOO\LQGHSHQGHQWRIZKHWKHUDQH[SHULHQFH
LVFRQWHQWĥFRQFHSWXDOĪRUQRQFRQFHSWXDOīĪXQGHUVWRRGDVDERYHLQWHUPV
RI  WKH FRQVWLWXWLRQ RI  WKH FRQWHQWī $FFRUGLQJ  WR  WKH GLVWLQFWLRQ,
DPWU\LQJWRH[SOLFDWHWKHORJLFDOVSDFHRIRSWLRQVWKXVLQFOXGHVIRXU
SRVLWLRQV WZRSXUHSRVLWLRQV DQGWZRPL[HGSRVLWLRQVĪWKLVFRPHVRXW
YHU\QLFHO\ WKRXJKLQGLɱHUHQWWHUPV LQWKHGLVFXVVLRQVLQ 6SHDNVĪī
DQG &URZWKHUĪīī 7KHSXUHSRVLWLRQVZHKDYHDUH SXUHFRQFHSWXDOLVP
ĪFRQWHQWĥFRQFHSWXDOLVP + VWDWH FRQFHSWXDOLVPī DQG SXUH QRQFRQFHSWXDOĦ
LVP ĪFRQWHQWĥQRQFRQFHSWXDOLVP + VWDWHĥQRQFRQFHSWXDOLVPī $QG  WKH
PL[HG SRVLWLRQV ZH KDYH  DUH ¿UVW RI  DOO FRQWHQWĥQRQFRQFHSWXDOLVP
+ VWDWHĥFRQFHSWXDOLVP DQG  VHFRQG FRQWHQWĥFRQFHSWXDOLVP + VWDWHĥ
QRQFRQFHSWXDOLVP
$FFRUGLQJWRSXUHFRQFHSWXDOLVP H[SHULHQFHLVFRQFHSWXDOLQWZR
ZD\VĪRU LIRQHSUHIHUV WKHUHDUHWZRDVSHFWVWRWKHZD\LQZKLFKH[ĥ
SHULHQFHLVFRQFHSWXDOī ,WLQYROYHVFRQFHSWXDOFRQWHQW DQGDQ\JLYHQ
H[SHULHQFHLVVXFKWKDWLQRUGHUWRXQGHUJRLW LWVVXEMHFWPXVWSRVVHVV
WKHFRQFHSWVUHOHYDQWWRVSHFLI\LQJLWVFRQWHQWĪWKHFRQFHSWVZKLFKFRQĥ
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VWLWXWHLWVFRQWHQWī $FFRUGLQJWRSXUHQRQFRQFHSWXDOLVP H[SHULHQFHLV
QRQFRQFHSWXDOLQWZRZD\VĪRU LIRQHSUHIHUV WKHUHDUHWZRDVSHFWVWR
WKHZD\LQZKLFKH[SHULHQFHLVQRQFRQFHSWXDOī ,WLQYROYHVQRQFRQFHSĥ
WXDOFRQWHQW DQGWRXQGHUJRDQH[SHULHQFHLWVVXEMHFWGRHVQ¶WQHHGWR
SRVVHVVWKHFRQFHSWVUHOHYDQWWRVSHFLI\LQJWKHQRQFRQFHSWXDOFRQWHQWLW
KDV , WDNHLWWKDWWKHVHSXUHSRVLWLRQVDUHREYLRXVO\SRVVLEOHSRVLWLRQVWR
WDNHUHJDUGLQJZKHWKHUH[SHULHQFHLVFRQFHSWXDORUQRQFRQFHSWXDO
:KDWDERXWWKHPL[HGSRVLWLRQV" 2QWKH¿UVWVXFKSRVLWLRQWKHFRQĥ
WHQWRIH[SHULHQFHLVQRQFRQFHSWXDOĪLWLVQRWFRPSRVHGRIFRQFHSWVī <HW
LQRUGHUIRURQHWRXQGHUJRDQH[SHULHQFHZLWKVXFKDFRQWHQWRQHPXVW
SRVVHVVWKHFRQFHSWVUHOHYDQWWRVSHFLI\LQJWKDWFRQWHQW 6RLI, KDYHD
YLVXDOH[SHULHQFHDVRIDUHGFXEH WKHFRQWHQWRIP\H[SHULHQFHLVQRW
FRPSRVHGRIFRQFHSWVĪSHUKDSVLWLVDVWUXFWXUHLQYROYLQJREMHFWVĪDFXEHī
DQGSURSHUWLHVĪEHLQJUHG EHLQJFXELFīLQVWHDGħDWOHDVWLILWLVDQH[SHULĥ
HQFHLQZKLFK, DPQRWPLVOHGī %XW RQWKLVSRVLWLRQ LQRUGHUWRXQGHUJR
VXFKDQH[SHULHQFH, KDYHWRSRVVHVVWKHFRQFHSWVUHOHYDQWWRVSHFLI\LQJ
WKDWQRQFRQFHSWXDOFRQWHQWĪHJ WKHFRORXUFRQFHSW5('ī
$ QDWXUDOTXHVWLRQDULVHVIRUVXFKDSRVLWLRQ 1DPHO\ JLYHQWKDWWKH
H[SHULHQFHKDVQRQFRQFHSWXDOFRQWHQWZK\ LVWKHSRVVHVVLRQRIFRQFHSWV
UHOHYDQWWRFKDUDFWHUL]LQJWKHQRQFRQFHSWXDOFRQWHQWUHTXLUHGE\DVXEĥ
MHFWIRUWKDWVXEMHFWWRXQGHUJRWKHH[SHULHQFH" 7KDWLVDUHOHYDQWTXHVĥ
WLRQIRUDQ\RQHZDQWLQJWRGHIHQGWKLVPL[HGSRVLWLRQ %XWZHGRQ¶WQHHG
WRDQVZHUWKDWTXHVWLRQ , WDNHLW LQRUGHUWRVHHWKDWWKLVLVD SRVVLEOHSRĦ
VLWLRQ
:KDWRIWKHRWKHUPL[HGSRVLWLRQ" 2QWKLVVHFRQGSRVLWLRQH[SHULĥ
HQFHKDVFRQFHSWXDOFRQWHQW WKDWLV FRQWHQWEXLOWXSRXWRIFRQFHSWV <HW
LQRUGHUWRXQGHUJRVXFKDFRQFHSWXDOO\FRQWHQWIXOH[SHULHQFH DVXEMHFW
GRHV QRW QHHGWRSRVVHVVWKHFRQFHSWVZKLFKFRQVWLWXWHWKHFRQWHQWRI
WKHH[SHULHQFH %XWKRZFDQZHPDNHVHQVHRIWKHLGHDWKDWWKHFRQWHQW
RIRQH¶VH[SHULHQFHLVFRQFHSWXDOZKHQRQHGRHVQ¶WSRVVHVVWKHFRQFHSWV
ZKLFKJRLQWRFRPSRVLQJWKHFRQWHQW"
&URZWKHUĪīWULHVWRPDNHVHQVHRIWKHLGHDLQWKHIROORZLQJZD\
:HVWDUWZLWKWKHLGHDWKDWH[SHULHQFH ZKHQRQHLVQRWPLVOHG µLVDPRGH
RISHUFHSWXDOVHQVLWLYLW\WRFRQFHSWXDOO\FRPSRVHGIDFWV WRMXGJHDEOHRU
WKLQNDEOHDVSHFWVRIWKHOD\RXWRIWKHZRUOG¶ĪS ī ,QWKHFDVHRIXV
PDWXUHKXPDQEHLQJV SHUFHSWXDOVHQVLWLYLW\LVPHGLDWHGE\WKHFRQFHSĥ
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WXDOFDSDFLWLHVZHSRVVHVV )RUXV ZKHQWKHIDFWWKDW a LV F LVWKHFRQWHQW
RIDQH[SHULHQFHLWLV ZHFDQVXSSRVH LQSDUWWKDQNVWRRXUSRVVHVVLRQRI
WKHFRQFHSWVSHUWDLQLQJWR a DQG F ZKLFKFRPSRVHWKDWFRQWHQW IRUWKDW
FRQWHQWJHWVWREHWKHFRQWHQWRIDQH[SHULHQFHSDUWO\LQYLUWXHRIWKHDFĥ
WXDOL]DWLRQRIFRQFHSWXDOFDSDFLWLHVLQH[SHULHQFHĪWKRVHVDPHFDSDFLWLHV
ZKLFKFDQEHH[HUFLVHGVRDVZHFRXOG VD\ MXGJH WKDW a LV Fī +RZHYHU
&URZWKHUVXJJHVWV DFUHDWXUHZKLFKODFNVWKRVHFRQFHSWVFDQVWLOOKDYH
DQH[SHULHQFHZLWKWKHFRQFHSWXDOO\FRPSRVHGFRQWHQWWKDW a LV F ,QWKH
FDVHRIVXFKDFUHDWXUHLWLVREYLRXVO\QRWWKDQNVWRWKHHPSOR\PHQWRI
FRQFHSWVZKLFKFRPSRVHWKDWFRQWHQWWKDWLWJHWVWRKDYHVXFKDFRQFHSĥ
WXDOO\FRQWHQWIXOH[SHULHQFH +RZGRHVLWJHWWRKDYHVXFKDQH[SHULHQFH
WKHQ" &URZWKHUVD\V
,QDQLPDOV SHUFHSWXDOVHQVLWLYLW\WRIDFWVLQYROYHVWKHGUDZĥ
LQJRQ LQFRPELQDWLRQ RIFDSDFLWLHVIRUUHOLDEOHGLɱHUHQWLDO
UHVSRQVHWRWKHUHOHYDQWDVSHFWVRIWKHZRUOG ,QJHQHUDO VXSĥ
SRVH DFUHDWXUHLVHQDEOHGWRXQGHUJRDSHUFHSWXDOH[SHULHQFH
ZLWKWKHFRQFHSWXDOO\FRPSRVHGIDFW WKDW a LV F DVLWVFRQWHQW
ZKHQWKHHYHQWKHXQGHUJRHVUHVXOWVIURPWKHFRPELQHGDFĥ
WLYDWLRQRIFDSDFLWLHVWRUHVSRQGGLɱHUHQWLDOO\WRVRPHWKLQJ¶V
EHLQJ a DQGVRPHWKLQJ¶VEHLQJ F ĪS ī
6RWKHLGHDLVWKDWLWLVQRWQHFHVVDU\WRGUDZRQFRQFHSWXDOFDSDFLWLHVLQ
RUGHUWRPDQLIHVWSHUFHSWXDOVHQVLWLYLW\WRFRQFHSWXDOO\FRPSRVHGIDFWV
5HOLDEOHGLɱHUHQWLDOUHVSRQVLYHQHVVWRDVSHFWVRIWKHZRUOGFDQSOD\WKDW
UROHWRR $QGWKLVLVKRZDFUHDWXUHFDQFRPHWREHLQDVWDWHZLWKFRQĥ
FHSWXDOFRQWHQWHYHQLILWGRHVQ¶WSRVVHVVWKHFRQFHSWVZKLFKFRQVWLWXWH
WKDWFRQWHQW &URZWKHUVXPVXSWKHPL[HGSRVLWLRQLQWKHIROORZLQJZD\
2QWKHPL[HGSRVLWLRQZHDUHFRQVLGHULQJ
WKHFRQWHQWRIWKHSHUFHSWXDOH[SHULHQFHRIDQRQOLQJXLVWLF
LQIDQWRUDQLPDOLVMXVWWKHVDPHFRPSRVLWLRQDOO\FRQFHSWXDO
FRQWHQWWKDWZHPDWXUHKXPDQEHLQJVFDQEHSHUFHSWXDOO\
VHQVLWLYHWRLQRXURZQFRQFHSWXDOO\PHGLDWHGZD\ 7KDWWKHUH
LVDÁ\DWVXFKDQGVXFKDSRVLWLRQ LVDFRQFHSWXDOO\FRPSRVHGFRQĥ
WHQWWKDWZH DVZHOODVWKHIURJ FDQEHRSHQWRLQH[SHULHQFH
ZKHQFLUFXPVWDQFHVDUHULJKW 2QWKLVYLHZ WKDWLVMXVWWRVD\

WKDWWKHZRUOGO\IDFW WKDWWKHUHLVDÁ\DWVXFKDQGVXFKDSRVLWLRQ LV
VRPHWKLQJWKDWERWKRXUVHOYHV DQGWKHIURJ FDQHQMR\DPRGH
RISHUFHSWXDOVHQVLWLYLW\WR :KDWGLɱHUVDFURVVRXUVHOYHVDQG
WKHIURJLVQRWWKHIDFWXDOFRQWHQWRIRXUSHUFHSWXDOH[SHULĥ
HQFH EXWZKDWLVLQYROYHGLQRXUUHVSHFWLYHPRGHVRIDFFHVV
WRLWĪS ī
:HPLJKWDVNWKHIROORZLQJTXHVWLRQVRIWKLVGHIHQFHRIWKHFRKHUĥ
HQFHRIWKHVHFRQGPL[HGSRVLWLRQ :KDWLVLWWREHUHOLDEO\GLɱHUHQWLDOO\
UHVSRQVLYHWRVRPHDVSHFWRIWKHZRUOG" 'RHVVXFKUHVSRQVLYHQHVVDOĥ
UHDG\LQYROYH LQVRPHVHQVH DOHYHORIFRQFHSWXDOFRQWHQWĪHJ LQEHLQJ
UHVSRQVLYHWRVRPHWKLQJ¶VEHLQJ Fī" ,IVR DQGJLYHQWKHK\SRWKHVLVWKDW
WKHFUHDWXUHVZKRDUHUHVSRQVLYHLQWKLVZD\GRQ¶WSRVVHVVFRQFHSWV DUH
ZHDOUHDG\DVVXPLQJWKHFRKHUHQFHRIWKHSRVLWLRQWKDWLQYRNLQJUHOLDEOH
GLɱHUHQWLDOUHVSRQVLYHQHVVZDVVXSSRVHGWRKHOSXVWRVHHWKHFRKHUHQFH
RI" ,IWKHUHVSRQVLYHQHVV GRHVQ·W LQYROYHDOHYHORIFRQFHSWXDOFRQWHQW WKHQ
KRZFDQLWDGGXSWRSHUFHSWXDOVHQVLWLYLW\WR FRQFHSWXDʃ\FRPSRVHGIDFWVħDV
RSSRVHGWRIDFWVXQGHUVWRRGLQVRPHQRQFRQFHSWXDOZD\"
3HUKDSVWKHUHDUHWKHVHTXHVWLRQVRXWVWDQGLQJ EXW, GRQ¶WZDQWWR
SXUVXHWKHTXHVWLRQRIZKHWKHUWKHPL[HGSRVLWLRQVZHKDYHFRQVLGHUHG
UHDOO\DUHFRKHUHQWRUZRUWK\ZRUNDEOHSRVLWLRQV 7KHUHLV , WKLQN DW
OHDVWD SULPDIDFLH FDVHWKDWWKH\DUH DQGWKDWLVHQRXJKIRUP\SXUSRVHV
)RU  WKH SRLQW RI JRLQJ  WKURXJKVRPHRI  WKHVH GHWDLOV  LV  WKDW  LW ZLOO
KHOS XV  WR DSSUHFLDWH ZKDW 0F'RZHOO¶V SRVLWLRQ  LV PRUH FOHDUO\ DQG
GLVWLQFWO\ħIRUZHZLOOEHDEOHWRDSSUHFLDWHKRZ0F'RZHOO¶VSRVLWLRQ
FRQWUDVWVZLWKVRPHĪVHHPLQJO\īSRVVLEOHSRVLWLRQV
:KDWWKHQ LV0F'RZHOO¶VSRVLWLRQ" $V, XQGHUVWDQGLW 0F'RZHOO
HQGRUVHV SXUHFRQFHSWXDOLVP +HWKLQNVWKDWH[SHULHQFHKDVFRQFHSWXDOFRQĥ
WHQW DQGWKDWKDYLQJDSHUFHSWXDOH[SHULHQFHUHTXLUHVWKHSRVVHVVLRQRI
WKHFRQFHSWVZKLFKFRPSRVHWKHFRQWHQWRIWKHH[SHULHQFH 5HJDUGLQJ
WKH¿UVWFRPPLWPHQW 0F'RZHOOĪīVWDWHV
,QDSDUWLFXODUH[SHULHQFHLQZKLFKRQHLVQRWPLVOHG ZKDW
RQHWDNHVLQLV WKDWWKLQJVDUHWKXVDQGVR 7KDWWKLQJVDUHWKXVDQGVR
LVWKHFRQWHQWRIWKHH[SHULHQFH DQGLWFDQDOVREHWKHFRQWHQW
RIDMXGJHPHQW LWEHFRPHVWKHFRQWHQWRIDMXGJHPHQWLIWKH
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VXEMHFWGHFLGHVWRWDNHWKHH[SHULHQFHDWIDFHYDOXH 6RLWLV
FRQFHSWXDOFRQWHQWĪS ī
, WDNHLWWKDW0F'RZHOOWKLQNVRIFRQFHSWXDOFRQWHQWDVFRQWHQWZKLFK
LVFRPSRVHGRIFRQFHSWVXQGHUVWRRGLQWHUPVRI)UHJHDQVHQVHVĪVHHHJ
0F'RZHOOĪī SS Ħī $QGZHVKRXOGQ¶WIRUJHWWKDWIRU 0Fĥ
'RZHOOĪ īDVSHFWVRIWKHZRUOG REMHFWVDQGWKHOLNH FDQ¿Jĥ
XUHLQ)UHJHDQVHQVHVVXFKWKDWWKHUHFDQEHREMHFWĥGHSHQGHQW)UHJHDQ
VHQVHV 7KLVGLVWLQJXLVKHV0F'RZHOO¶VSRVLWLRQIURPSXUHQRQFRQFHSWXĥ
DOLVP DQGWKH¿UVWRIWKHPL[HGSRVLWLRQVFRQVLGHUHGDERYHħVLQFHRQ
WKRVHSRVLWLRQVH[SHULHQFHGRHVQ¶WKDYHFRQFHSWXDOFRQWHQW
0F'RZHOO¶VSRVLWLRQLVDOVRWREHGLVWLQJXLVKHGIURPWKHVHFRQGRIWKH
PL[HGSRVLWLRQVFRQVLGHUHGDERYH )RU0F'RZHOOWKLQNVWKDWLQRUGHUWR
KDYHDQH[SHULHQFHZLWKFRQFHSWXDOFRQWHQWRQHKDVWRSRVVHVVWKHFRQĥ
FHSWVZKLFKFRQVWLWXWHWKHFRQWHQW 7KLVLVEHFDXVHKHWKLQNVWKDWKDYĥ
LQJH[SHULHQFH XQGHUVWRRGDVVXFK HVVHQWLDOO\LQYROYHVWKHDFWXDOL]DWLRQ
RIFRQFHSWXDOFDSDFLWLHVħFDSDFLWLHVDVVRFLDWHGZLWKFRPSRQHQWVRIWKH
FRQFHSWXDOFRQWHQWLQTXHVWLRQ 7KDWH[SHULHQFHLQYROYHVWKHDFWXDOL]Dĥ
WLRQRIFRQFHSWXDOFDSDFLWLHVLVVRPHWKLQJKHHPSKDVL]HVLQKLVUHVSRQVH
WRDSDSHUE\ &ROOLQVĪī +HZULWHVDVIROORZV
&ROOLQVVD\V ³,WLVQRWFOHDUHQRXJKMXVWZKDWLWPHDQVWR
VD\  WKDW  H[SHULHQFH  LV  LWVHOI  µFRQFHSWXDO¶´ /HW PHWU\  WR
EH  FOHDUHU 6WDUW ZLWK  WKH  LGHD RI  FRQFHSWXDO  FDSDFLWLHV
,QWKHUHOHYDQW VHQVH FRQFHSWXDO FDSDFLWLHV DUHFDSDFLWLHV
ZKRVHSDUDGLJPDWLFDFWXDOL]DWLRQVDUHH[HUFLVHVRIWKHPLQ
MXGJPHQW ZKLFKLVWKHHQGħERWKDLPDQGFXOPLQDWLRQħRI
WKHFRQWUROOHGVHOIĥFULWLFDODFWLYLW\RIPDNLQJXSRQH¶VPLQG
:HLGHQWLI\WKHUHOHYDQWUDQJHRIFDSDFLWLHVE\FRQVLGHULQJ
WKHLUUROHLQWKDWDFWLYLW\ %XWWKHQZHFDQH[WHQGWKHLGHDRI
DFWXDOL]DWLRQVRIWKDWUDQJHRIFDSDFLWLHVEH\RQGWKHDFWLYH
H[HUFLVHVWKDWGH¿QHWKHPDVWKHNLQGRIFDSDFLWLHVWKH\DUH
:KDWLWPHDQVWRVD\WKDWH[SHULHQFHLVLWVHOIFRQFHSWXDOLV
WKDWH[SHULHQFHLVDQDFWXDOL]DWLRQ LQVHQVRU\FRQVFLRXVQHVV
RIFDSDFLWLHVWKDWDUHGH¿QHGDVWKHNLQGRIFDSDFLWLHVWKH\
DUHE\WKHLUUROHLQDFWLYHVHOIĥFULWLFDOWKLQNLQJ Ī2IFRXUVH

H[SHULHQFHLVQRWDFDVHRIWKDWī 7KHFKDUDFWHURIWKHFDSDFLĥ
WLHVLV¿[HGE\FRQVLGHULQJFDVHVLQZKLFKLWLVXSWRDVXEMHFW
ZKLFKRIWKHPVKHH[HUFLVHV %XWWKHYHU\VDPHFDSDFLWLHV
FDQEHDFWXDOL]HG RXWVLGHWKHFRQWURORIWKHVXEMHFW LQWKH
UHFHSWLYLW\RIVHQVLELOLW\ĪF S ī
+HUH0F'RZHOOWHOOVXVWKDWH[SHULHQFHLVFRQFHSWXDOLQWKDWLWLQYROYHV
WKHDFWXDOL]DWLRQRIFRQFHSWXDOFDSDFLWLHV +HDOVRWHOOVXVDERXWZKDW
FRQFHSWXDOFDSDFLWLHVDUHħKRZWKHLULGHQWLW\LVWLHGWRWKHLUUROHLQMXGJHĥ
PHQW DQGWKXVDFWLYHVHOIĥFULWLFDOWKLQNLQJ 0F'RZHOOWKLQNVWKDWZH
FRXOGQRWKROGWKDWµWKHFDSDFLWLHVWKDWDUHLQSOD\LQH[SHULHQFHDUHFRQĥ
FHSWXDOLIWKH\ZHUHPDQLIHVWHGRQO\LQH[SHULHQFH«7KH\ZRXOGQRWEH
UHFRJQL]DEOHDVFRQFHSWXDOFDSDFLWLHVDWDOOXQOHVVWKH\FRXOGDOVREHH[ĥ
HUFLVHGLQDFWLYHWKLQNLQJĬHJ MXGJHPHQWĭ«¶Ī S ī
6R0F'RZHOOWKLQNVWKDWLQH[SHULHQFHWKHFDSDFLWLHVSDUDGLJPDWLĥ
FDOO\DVVRFLDWHGZLWKMXGJHPHQWDUHLQSOD\ 7KLVLVQRWWR HTXDWH H[SHULĥ
HQFHZLWKMXGJHPHQW &OHDUO\ IRU0F'RZHOO H[SHULHQFHLVRQO\SRVVLEOH
IRUFUHDWXUHVFDSDEOHRIMXGJLQJĪDFWLYHWKLQNLQJī %XWH[SHULHQFHLVQ¶W
LWVHOIDVRUWRIMXGJHPHQW 0F'RZHOOPDNHVFOHDUWKDWFRQFHSWXDOFDSDFĥ
LWLHVDUH DFWXDOL]HG DVRSSRVHGWR H[HUFLVHG LQH[SHULHQFH 0F'RZHOOQRWHV
WKDWµĬLĭWVRXQGVRɱNH\LQWKLVFRQQHFWLRQWRVSHDNRI H[HUFLVLQJ FRQFHSĥ
WXDOFDSDFLWLHVDWDOO¶ĪS ī 7KHVDPHFRQFHSWXDOFDSDFLWLHVDFWXDOL]HGLQ
DH[SHULHQFHZLWKWKHFRQWHQWWKDW p DUH WREHVXUH H[HUFLVHGRUDFWLYHO\
HPSOR\HGE\DVXEMHFWLQMXGJLQJWKDW p %XWWKDWLVDVRUWRIDFWLYLW\ DQG
µH[SHULHQFHLVSDVVLYH ,QH[SHULHQFHRQH¿QGVRQHVHOIVDGGOHGZLWKFRQĥ
WHQW 2QH¶VFRQFHSWXDOFDSDFLWLHVKDYHDOUHDG\EHHQEURXJKWLQWRSOD\
LQWKHFRQWHQW¶VEHLQJDYDLODEOHWRRQH EHIRUHRQHKDVDQ\FKRLFHLQWKH
PDWWHU¶  ĪS ī $QGDQRWKHUZD\LQZKLFKH[SHULHQFHLVWREHGLVWLQĥ
JXLVKHGIURPMXGJLQJ IRU0F'RZHOO LVWKDWZKHQLWFRPHVWRH[SHULHQFH
FRQFHSWXDOFDSDFLWLHVDUHDFWXDOL]HG LQVHQVRU\FRQVFLRXVQHVV 6XFKFDSDFLĥ
WLHVDUHDFWXDOL]HGDVSDUWRIWKHZRUOG¶VDSSHDULQJVRPHZD\WRRQH RU
EHLQJVHQVRULO\SUHVHQWWRRQHĪRUDWOHDVWVHHPLQJWREHī QRWDVSDUWRI
RQH¶VPDNLQJRQH¶VPLQGXSDERXWVRPHPDWWHULQWKRXJKW Ī0RUHRQWKLV
EHORZī
2QWKHVHFRQGRIWKHPL[HGSRVLWLRQVGLVFXVVHGDERYH DQH[SHULHQFH
KDVFRQFHSWXDOFRQWHQW EXWGRHVQ¶WUHTXLUHLWVVXEMHFWWRSRVVHVVWKHFRQĥ

FHSWVZKLFKFRPSRVHWKDWFRQWHQW , VDLGDERYHWKDWLQVRIDUDVFRQFHSWXDO
FDSDFLWLHVDUHDFWXDOL]HGLQH[SHULHQFH 0F'RZHOO¶VSRVLWLRQLVGLVWLQFW
IURPWKLVSRVLWLRQ 7KHEDVLVIRUWKLVFODLPLVWKDWIRU0F'RZHOOWKHFRQĥ
FHSWXDOFDSDFLWLHVLQYROYHGLQDQH[SHULHQFHZLWKWKHFRQWHQWWKDW p ZLOO
EHFDSDFLWLHVSHUWDLQLQJWRWKHFRQFHSWVZKLFKFRQVWLWXWH p DQGSDUWRI
ZKDWLWLVWRKDYHVXFKFDSDFLWLHVLVWRSRVVHVVWKRVHFRQFHSWV 7KLVLGHD
GRHVQ¶WJHWVSHOOHGRXWIXOO\LQ 0LQGDQG:RUOG EXWLWEHFRPHVFOHDUHULQ
³7KH:RRGEULGJH/HFWXUHV +DYLQJWKH:RUOGLQ9LHZ 6HOODUV .DQW DQG
,QWHQWLRQDOLW\´
,QWKRVHOHFWXUHV0F'RZHOOGLVFXVVHVDQH[DPSOHLQZKLFKRQHKDVD
YLVXDOH[SHULHQFHZLWKWKHFRQWHQW WKDWWKHUHLVDUHGFXEHWKHUHīLQɷRQWRIRQHĬ
+DYLQJDQH[SHULHQFHZLWKVXFKDFRQWHQWLQYROYHVWKHDFWXDOL]DWLRQRI
VSHFL¿FFRQFHSWXDOFDSDFLWLHV ZLWKDVSHFL¿FPRGHRIWRJHWKHUQHVV 7KH
VDPH FRQFHSWXDOFDSDFLWLHVDQGWKH VDPH PRGHRIWRJHWKHUQHVVDVZRXOG
EHSUHVHQWLQD MXGJHPHQW ZLWKWKDWVDPHFRQWHQW +HUHLVKRZ0F'RZHOO
GHVFULEHVWKHVLWXDWLRQIRUMXGJHPHQW
&RQVLGHU VD\ MXGJLQJWKDWWKHUHLVDUHGFXEHLQIURQWRIRQH
7KHUHLVDFRQFHSWXDOFDSDFLW\WKDWZRXOGEHH[HUFLVHGERWK
LQPDNLQJWKDWMXGJPHQWDQGLQMXGJLQJWKDWWKHUHLVDUHG
S\UDPLGLQIURQWRIRQH DQGDQRWKHUFRQFHSWXDOFDSDFLW\WKDW
ZRXOGEHH[HUFLVHGERWKLQMXGJLQJWKDWWKHUHLVDUHGFXEHLQ
IURQWRIRQHDQGLQMXGJLQJWKDWWKHUHLVDEOXHFXEHLQIURQW
RIRQH ,QMXGJLQJWKDWWKHUHLVDUHGFXEHLQIURQWRIRQH RQH
ZRXOGEHH[HUFLVLQJĪDWOHDVWīWKHVHWZRFDSDFLWLHVWRJHWKHU
:KDWGRHV³WRJHWKHU´PHDQKHUH" 1RWMXVWWKDWRQHZRXOG
EHH[HUFLVLQJWKHWZRFDSDFLWLHVLQDVLQJOHDFWRIMXGJPHQW
WKDWZRXOGQRWGLVWLQJXLVKMXGJLQJWKDWWKHUHLVDUHGFXEH
LQIURQWRIRQHIURPMXGJLQJ VD\ WKDWWKHUHLVDUHGS\UDPLG
DQGDEOXHFXEHLQIURQWRIRQH ,QDMXGJHPHQWWKDWWKHUH
LVDUHGFXEHLQIURQWRIRQH WKHWZRFRQFHSWXDOFDSDFLWLHV
, KDYHVLQJOHGRXWZRXOGKDYHWREHH[HUFLVHGZLWKDVSHFL¿F
PRGHRIWRJHWKHUQHVV DWRJHWKHUQHVVWKDWLVDFRXQWHUSDUW
WRWKH³ORJLFDO´RUVHPDQWLFDOWRJHWKHUQHVVRIWKHZRUGV³UHG´
DQG³FXEH´LQWKHYHUEDOH[SUHVVLRQRIWKHMXGJPHQW³7KHUHLV
DUHGFXEHLQIURQWRIPH´ĪSS Ħī

$V0F'RZHOOVSHOOVRXWRQSS Ħ ZKHQRQHKDVDYLVXDO H[SHULHQFHZLWK
WKHFRQWHQW WKDWWKHUHLVDUHGFXEHWKHUH WKHFRQFHSWXDOFDSDFLWLHVRSHUDWLYH
ZLOOEHFDSDFLWLHVDVVRFLDWHGZLWKWKHFRQFHSW5('WKHFRQFHSW&8%(
DORFDWLRQFRQFHSW DQGVRRQ $QGWKRVHFRQFHSWXDOFDSDFLWLHVDUHRSĥ
HUDWLYHLQH[SHULHQFHZLWKDVSHFL¿FPRGHRIWRJHWKHUQHVV DVWKH\DUHLQ
MXGJHPHQWVZLWKWKHVDPHFRQWHQW ,WLVFOHDUWKDWKDYLQJWKHFRQFHSWXDO
FDSDFLW\DVVRFLDWHGZLWK VD\ WKHFRQFHSWRIDFXEHLQYROYHVSRVVHVVLRQ
RIWKDWFRQFHSW $WRQHSRLQW0F'RZHOOVHHPVWRLGHQWLI\KDYLQJWKHFDĥ
SDFLW\ZLWKSRVVHVVLQJWKHFRQFHSWĪS ī 3UHVXPDEO\ WKHQ 0F'RZHOO
WKLQNVWKDWLQH[SHULHQFHLQVRIDUDVFRQFHSWXDOFDSDFLWLHVDUHGUDZQXSRQ
VRDUHWKHFRQFHSWV RQHSRVVHVVHV 0F'RZHOO¶VSLFWXUH ZKLFKKHIUDPHV
LQWHUPVRIWKHH[HUFLVHĪLQMXGJHPHQWīDQGDFWXDOL]DWLRQĪLQH[SHULHQFHī
RIFRQFHSWXDOFDSDFLWLHV VHHPVWREHDSLFWXUHRQZKLFKLQH[SHULHQFH
FRQFHSWVRQHSRVVHVVHVDUHGUDZQLQWRRSHUDWLRQħWKRVHFRQFHSWVZKLFK
FRPSRVHWKHFRQWHQW
6R0F'RZHOO¶VSRVLWLRQLVDSXUHFRQFHSWXDOLVWSRVLWLRQ 2QLW H[ĥ
SHULHQFHKDV FRQFHSWXDOFRQWHQW EXWLWLQYROYHVWKHRSHUDWLRQRIFRQFHSWXDO
FDSDFLWLHV DQGKHQFH FRQFHSWSRVVHVVLRQ 0F'RZHOO¶VSRVLWLRQLVWKXVGLVĥ
WLQFWIURPWKHVHFRQGRIWKHPL[HGSRVLWLRQVZHHQFRXQWHUHGDERYH
, ZRXOGFRQMHFWXUHDOVRWKDWIRU0F'RZHOOWKHUHLVVLPSO\QRURRP
LQKLVWKLQNLQJħDERXWWKHUHODWLRQVEHWZHHQPHQWDORFFXUUHQFHV FRQĥ
FHSWXDOFRQWHQW FRQFHSWSRVVHVVLRQ DQGFRQFHSWXDOFDSDFLWLHVħIRUWKH
VHFRQGPL[HGSRVLWLRQ 7KH³FRPSRQHQWV´RIKLVFRQFHSWXDOLVP, KDYH
PHQWLRQHGDUH LQKLVWKLQNLQJ LQH[WULFDEOH Ī,WLVPLVOHDGLQJWRVSHDNRI
WKHPDVFRPSRQHQWVī 2QHJHWVWKHLPSUHVVLRQ LQUHDGLQJ0F'RZHOO
WKDW ZKDWLWLV IRUDQH[SHULHQFH RUDQ\PHQWDORFFXUUHQFH WRKDYHDFRQĥ
FHSWXDOFRQWHQW MXVWLVIRUFRQFHSWXDOFDSDFLWLHVWREHRSHUDWLYHLQWKDW
PHQWDORFFXUUHQFH 7KHUHLVMXVWQRTXHVWLRQ IRU0F'RZHOO WKDWRQH
PLJKWEHLQDPHQWDOVWDWHZLWKDFRQFHSWXDOFRQWHQW ZLWKRXWSRVVHVVLQJ
WKHFRQFHSWVZKLFKFRQVWLWXWHWKDWFRQWHQW %HLQJLQVXFKDVWDWHMXVWLV
DWOHDVWSDUWLDOO\ IRURQHWREHH[HUFLVLQJRQH¶VFRQFHSWXDOFDSDFLWLHVZLWK
UHVSHFWWRVRPHVXEMHFWPDWWHU Ī7KLVLVMXVWWR GHVFULEH 0F'RZHOO¶VSRVLĥ
WLRQDV, VHHLW :KHWKHUDQDOWHUQDWLYHXQGHUVWDQGLQJRIWKHUHODWLRQVEHĥ
WZHHQPHQWDORFFXUUHQFHV FRQFHSWXDOFRQWHQW FRQFHSWSRVVHVVLRQ DQG
FRQFHSWXDOFDSDFLWLHVLVIRUWKFRPLQJDQGSUHIHUDEOHĪHJ RQHWKDWPLJKW
VXVWDLQWKHFRKHUHQFHRIWKHVHFRQGPL[HGSRVLWLRQīLVDIXUWKHUTXHVWLRQī

%HIRUHFRQWLQXLQJ ,¶GOLNHWRDGGD¿QDOUHPDUNWRWKHGLVFXVVLRQRI
0F'RZHOORQFRQFHSWXDOFDSDFLWLHV )RU0F'RZHOOKDYLQJFRQFHSWXDO
FDSDFLWLHV DVZH¶YHVHHQ LQYROYHV LQHɱHFW EHLQJFDSDEOHRIMXGJHPHQW
DQGVHOIĥFULWLFDOWKLQNLQJ 7KLVLQYROYHVWKHFDSDFLW\IRUDGHJUHHRIVHOIĥ
FRQVFLRXVQHVVĪ S  IQ ī ,WLVQRWMXVWWKDWRQHLVWKXVFDSDEOH
RIPDNLQJXSRQH¶VPLQGDERXWWKLQJVĪMXGJHPHQWī EXWRQHPXVWDOVREH
FDSDEOHRIPHGLDWLQJRQH¶VRZQPDNLQJXSRIRQH¶VPLQGE\UHÀHFWLQJ
RQRQH¶VRZQDFWVRIMXGJLQJ 0RUHRYHU 0F'RZHOOVHHPVWRWKLQNWKDW
WKHUHLVDFRQVWLWXWLYHFRQQHFWLRQEHWZHHQSRVVHVVLQJFRQFHSWXDOFDSDFĥ
LWLHVDQGKDYLQJDODQJXDJHĪEHLQJFDSDEOHRIOLQJXLVWLFXQGHUVWDQGLQJī
ĪVHH 0F'RZHOOĪī /HFWXUH9,DQGWKH3RVWVFULSWWR/HFWXUH9,ī
7KHVHIHDWXUHVPHDQWKDWFRQFHSWXDOFDSDFLWLHVFDQRQO\EHSRVVHVVHGE\
TXLWHVRSKLVWLFDWHGFUHDWXUHVVXFKDVPDWXUHKXPDQEHLQJV 7KXV RQO\
VXFKFUHDWXUHVDUHFDSDEOHRIH[SHULHQFHLQ0F'RZHOO¶VVHQVH 0F'RZĥ
HOOGRHVQ¶WGHQ\WKDWQRQĥFRQFHSWZLHOGLQJFUHDWXUHVDUHFDSDEOHRISHUĥ
FHSWXDOVHQVLWLYLW\ HYHQDZDUHQHVVLQDFHUWDLQVHQVH ,WLVMXVWWKDWWKH\
DUHQRWFDSDEOHRIWKHNLQGRISHUFHSWXDOH[SHULHQFH0F'RZHOOWKLQNV
ZHHQMR\ħZKLFKHVVHQWLDOO\LQYROYHVWKHFRRSHUDWLRQRIUHFHSWLYLW\DQG
VSRQWDQHLW\
0F'RZHOO¶V  YLHZ WKHQ FDQ¶W EHFULWLFL]HGRQWKHJURXQGVWKDW  LW
GHQLHV SHUFHSWLRQRU DZDUHQHVV  WR DQLPDOV DQG\RXQJFKLOGUHQ %XW
RQH PLJKW EH  VXVSLFLRXV RI  WKH  LGHD  WKDW PDWXUH KXPDQSHUFHSWLRQ
LV D GLɱHUHQW  VSHFLHV RI SHUFHSWLRQ  WR QRQKXPDQ DQLPDO SHUFHSWLRQ
ĪZKHUH  LQ  WKH PDWXUH KXPDQ FDVH SHUFHSWXDO  FDSDFLWLHV  DUH  UDWLRQDO
FDSDFLWLHV SDUWRIRQH¶VUHDVRQħVHH 0F'RZHOOĪDEīī ,WLVRQHWKLQJ
WRSRLQWRXWWKDWZHFDQXQGHUVWDQGSHUFHSWLRQDVDJHQXVRIZKLFK
WKHUHDUHUDWLRQDODQGQRQĥUDWLRQDOVSHFLHVĪWRPDNHORJLFDOVSDFHIRUWKLV
YLHZī ,WLVDQRWKHUWKLQJWRVKRZWKDWWKLVLVKRZZHVKRXOGWKLQNRI
WKLQJV , WDNHLWWKDW0F'RZHOOWKLQNVWKDWXQOHVVLQWKHPDWXUHKXPDQ
FDVHSHUFHSWLRQLVXQGHUVWRRGDVFRQFHSWXDOĪDQGVRDVSDUWRIKXPDQ
UDWLRQDOLW\ī ZHFDQQRWXQGHUVWDQGKRZSHUFHSWLRQFDQKDYHWKHUHDVRQ
JLYLQJUROHLWGRHVIRUXVPDWXUHKXPDQV Ī, VFUXWLQL]HWKLVVXJJHVWLRQLQ
WKHQH[W&KDSWHUī
:H QRZ KDYH  VRPH  LGHD  RI ZKDW 0F'RZHOO¶V  FRQFHSWXDOLVW  SRVLĥ
WLRQDPRXQWVWR $QGDVQRWHGDERYHWKLVLVDYLHZ0F'RZHOODGYDQFHV

DVDZD\RIRYHUFRPLQJWKHRVFLOODWLRQEHWZHHQFRKHUHQWLVPDQGWKH
0\WKRIWKH*LYHQ 0F'RZHOOZDQWVWRGRWKLVLQDZD\WKDWVDWLV¿HV
PLQLPDO  HPSLULFLVP DQG KHQFH  VHFXUHV  WKH SRVVLELOLW\ RI  HPSLULFDO
FRQWHQW 7KLVPHDQVWKDWKLVYLHZRIH[SHULHQFHKDVWREHRQHRQZKLFK
LWFDQEHĪDīERWKDZD\RIEHLQJUHFHSWLYHWRWKHZRUOG EXWDOVRĪEī
VRPHWKLQJZKLFKKDVDUDWLRQDO UROHħVRPHWKLQJZKLFKJLYHVUHDVRQV
IRUHPSLULFDOEHOLHIV +RZ PRUHSUHFLVHO\ GRHVWKLQNLQJRIH[SHULHQFH
DV FRQFHSWXDO KHOS 0F'RZHOO  DFKLHYH KLV JRDO RI  VDWLVI\LQJ PLQLPDO
HPSLULFLVP" 0F'RZHOOVD\V ZLWKUHIHUHQFHWRFDVHVRIH[SHULHQFHZKLFK
DUHJHQXLQHSHUFHLYLQJV
7KLVMRLQWLQYROYHPHQWRIUHFHSWLYLW\DQGVSRQWDQHLW\ĬWKH
FRQFHSWXDOLVWYLHZRIH[SHULHQFHĭDOORZVXVWRVD\WKDWLQH[ĥ
SHULHQFHRQHFDQWDNHLQKRZWKLQJVDUH +RZWKLQJVDUHLV
LQGHSHQGHQWRIRQH¶VWKLQNLQJĪH[FHSW RIFRXUVH LQWKHVSHĥ
FLDOFDVHLQZKLFKKRZWKLQJVDUHLVWKDWRQHWKLQNVVXFKĥDQGĥ
VXFKī %\EHLQJWDNHQLQLQH[SHULHQFH KRZWKLQJVDUHDQ\ĥ
ZD\EHFRPHVDYDLODEOHWRH[HUWWKHUHTXLUHGUDWLRQDOFRQWURO
RULJLQDWLQJRXWVLGHRQH¶VWKLQNLQJ RQRQH¶VH[HUFLVHVRIVSRQĥ
WDQHLW\ĪSS Ħī
$QGVKRUWO\DIWHU
,QDSDUWLFXODUH[SHULHQFHLQZKLFKRQHLVQRWPLVOHG ZKDW
RQHWDNHVLQLV WKDWWKLQJVDUHWKXVDQGVR 7KDWWKLQJVDUHWKXVDQG
VR LVWKHFRQWHQWRIWKHH[SHULHQFH DQGLWFDQDOVREHWKHFRQĥ
WHQWRIDMXGJHPHQW LWEHFRPHVWKHFRQWHQWRIDMXGJHPHQW
LIWKHVXEMHFWGHFLGHVWRWDNHWKHH[SHULHQFHDWIDFHYDOXH 6R
LWLVFRQFHSWXDOFRQWHQW %XW WKDWWKLQJVDUHWKXVDQGVR LVDOVR LI
RQHLVQRWPLVOHG DQDVSHFWRIWKHOD\RXWRIWKHZRUOG LWLV
KRZWKLQJVDUH 7KXVWKHLGHDRIFRQFHSWXDOO\VWUXFWXUHGRSĥ
HUDWLRQVRIUHFHSWLYLW\SXWVXVLQDSRVLWLRQWRVSHDNRIH[SHULĥ
HQFHDVRSHQQHVVWRWKHOD\RXWRIUHDOLW\ ([SHULHQFHHQDEOHV
WKHOD\RXWRIUHDOLW\LWVHOIWRH[HUWDUDWLRQDOLQÀXHQFHRQZKDW
DVXEMHFWWKLQNVĪS ī
2Q0F'RZHOO¶VSLFWXUHWKHZRUOGLWVHOIħFRQFHLYHGRIDVWKHWRWDOLW\
RIFRQFHSWXDOO\VWUXFWXUHGIDFWVħLVZKDWHPSLULFDOWKLQNLQJLVDQVZHUĥ

DEOHWR +RZVR" %HFDXVHLQJHQXLQHFDVHVRISHUFHLYLQJH[SHULHQFHGLVĥ
FORVHVIDFWVWRXV 7KRVHYHU\IDFWVħDVSHFWVRIWKHFRQFHSWXDOO\VWUXFĥ
WXUHGZRUOGħFDQWKHQH[HUWDUDWLRQDOLQÀXHQFHRQWKHMXGJHPHQWVZH
PDNHDQGEHOLHIVZHIRUPRQWKHEDVLVRIH[SHULHQFH :HFDQSURSHUO\
VD\ IRULQVWDQFH WKDWVRĥDQGĥVRKDVDQHQWLWOHPHQWWREHOLHYHWKDWWKH
FXEHEHIRUHKHULVUHG RIDVRUWDGHTXDWHIRUNQRZOHGJH EHFDXVHWKDQNV
WRKHUH[SHULHQFHWKH IDFWWKDWWKHFXEHLVUHG LVLQSODLQYLHZ Ī7KLVZRXOGEH
DQLQVWDQFHRI0F'RZHOO¶VSRLQWIRUYLVXDOSHUFHSWLRQī +DYLQJWKHIDFW
WKDWWKHFXEHLVUHGLQSODLQYLHZ LQRQH¶VYLVXDOFRQVFLRXVQHVV FRQVWLĥ
WXWHVRQH¶VEHLQJLQSRVVHVVLRQRIDFRQFOXVLYHUHDVRQWREHOLHYHWKDWWKH
FXEHLVUHG )RUWKHUHLV QR SRVVLELOLW\FRPSDWLEO\ZLWKVRPHRQH¶VEHLQJ
LQWKDWVWDWHWKDWWKHFXEHLVQRWUHG
([SHULHQFHFDQSOD\WKLVUROH 0F'RZHOOWKLQNV RQO\LILWLVFRQFHSĥ
WXDOLQWKHZD\KHWKLQNVLWLV )RUDIDFWWREHLQSODLQYLHZ RU PRUH
JHQHUDOO\ IRUDIDFWWREHDYDLODEOHWRH[HUWDUDWLRQDOLQÀXHQFHLQSHUĥ
FHSWLRQ LVIRULWWREHWKHFRQFHSWXDOFRQWHQWRIDQH[SHULHQFH DQGWKLV
RQ0F'RZHOO¶VSLFWXUH UHTXLUHVWKHRSHUDWLRQRIRQH¶VFRQFHSWXDOFDSDFĥ
LWLHVLQH[SHULHQFHLWVHOI 2Q0F'RZHOO¶VYLHZH[SHULHQFHFDQEHERWK
ĪDīDPRGHRIUHFHSWLYLW\ĪLQH[SHULHQFH LQJRRGFDVHV RQHWDNHVLQWKH
ZRUOGī DQGĪEīFDQWKXVSURYLGHFRQFOXVLYHUHDVRQVIRUEHOLHIV 7KLVLV
HQRXJKIRUPLQLPDOHPSLULFLVPħDQGVR LQ0F'RZHOO¶VH\HV HPSLULFDO
FRQWHQWħWREHVHFXUH
0F'RZHOOSUHVHQWVDVWULNLQJYLHZDERXWWKHQDWXUHRIWKHZRUOG 7KH
ZRUOGLWVHOIKDVDFRQFHSWXDOVWUXFWXUH 7KHZRUOGLVWKHWRWDOLW\RI WUXH
FRQFHSWXDOFRQWHQWV 7REHUHFHSWLYHWRWKHZRUOG IRU0F'RZHOO LVWKXVLQĥ
H[WULFDEO\ERXQGXSZLWKFRQFHSWXDOFDSDFLWLHVEHLQJRSHUDWLYHLQRQH¶V
PRGHRIUHFHSWLYLW\ĪLQKXPDQV WKLVLVSHUFHSWXDOH[SHULHQFHī 7KHUHLV
MXVWQRRSWLRQ RQ0F'RZHOO¶VYLHZ WKDWRQHFDQPDNHDQ\VRUWRIFRQĥ
WDFWZLWKWKHZRUOGZLWKRXWDFWXDOL]DWLRQVRIFRQFHSWXDOFDSDFLWLHV )RU
WKHZRUOG LV FRQFHSWXDO 2Q0F'RZHOO¶VYLHZ ZKHQDOOJRHVZHOOLQSHUĥ
FHSWLRQ WKHUHLVDSHUIHFWKDUPRQ\EHWZHHQWKHPLQGDQGZRUOG 7KH
RSHUDWLRQRIFRQFHSWXDOFDSDFLWLHVLQWKHPLQGHQDEOHVDFRQFHSWXDOO\
VWUXFWXUHGDVSHFWRIWKHZRUOGWREHSUHVHQWWRRQH¶VFRQVFLRXVQHVVLQ
SHUFHSWLRQ $QGRQO\LISHUFHSWLRQLVXQGHUVWRRGLQWKLVZD\ 0F'RZHOO
WKLQNV FDQLWKDYHWKHHSLVWHPRORJLFDOVWDWXVLW PXVW KDYHħDVHQDEOLQJ
HPSLULFDOWKLQNLQJWREHDQVZHVUDEOHWR WKHZRUOGħLIHPSLULFDOFRQWHQWLV

WREHSRVVLEOH Ī, ZLOOUHWXUQWRWKHµZRUOGDVFRQFHSWXDO¶DVSHFWRI0Fĥ
'RZHOO¶VYLHZLQWKHQH[W&KDSWHUī
 $0F'RZHOOLDQ5HDVRQV$QVZHU
7KXV0F'RZHOOHQGRUVHVĪīDQGĪīRIWKHFUXFLDOFRPSRQHQWVRID5HDĥ
VRQV$QVZHUWRWKHTXHVWLRQRIH[SODQDWLRQ
Īī .QRZOHGJHLVFRQVWLWXWLYHO\VXEMHFWWRDUHDVRQVFRQGLWLRQ
Īī 9LVXDOSHUFHSWLRQFDQPDNHLWWKHFDVHWKDWWKHUHDVRQVFRQGLWLRQ
RQNQRZOHGJHLVVDWLV¿HG
Īī 9LVXDOSHUFHSWLRQFDQPDNHLWWKHFDVHWKDWWKHUHDVRQVFRQGLWLRQ
RQNQRZOHGJHLVVDWLV¿HGEHFDXVHRILWVQDWXUH
6HHLQJKDVDUHDVRQJLYLQJUROH $QGLWLVEHFDXVHVHHLQJLVFRQVWLWXWLYHO\
IDFWLQYROYLQJ DQGKHQFHFRQFHSWXDO WKDWLWFDQSURYLGHUHDVRQVIRUEHOLHI
ĪFRQFOXVLYHUHDVRQVHYHQī 6R0F'RZHOOFDQVD\ YLVXDOSHUFHSWLRQLVD
PHDQVRINQRZLQJEHFDXVHLWLVRIWKHQDWXUHRIYLVXDOSHUFHSWLRQĪEHLQJ
IDFWLQYROYLQJīWRHQVXUHWKHVDWLVIDFWLRQRIVRPHFRQVWLWXWLYHFRQGLWLRQ
RQNQRZOHGJHħWKHUHDVRQVFRQGLWLRQ
,QIDFW E\0F'RZHOO¶VOLJKWV WKHUHDVRQVFRQGLWLRQRQNQRZOHGJHLV
PRUHVSHFL¿FWKDQWKHRQHZHKDYHEHHQRSHUDWLQJZLWKVRIDU 0F'RZHOO
ZULWHVWKDW
MXVWL¿FDWLRQDGHTXDWHWRUHYHDODVWDWHDVRQHRINQRZLQJPXVW
EHLQFRPSDWLEOHZLWKIDOVHKRRGDQGFDQEHKDG« 7KHULJKW
QRWLRQIRU6HOODUV¶VSRLQWĬWKDWNQRZOHGJHLVDVWDQGLQJLQWKH
VSDFHRIUHDVRQV WKDWLV WKDWNQRZLQJWKDW p UHTXLUHVKDYLQJ
DUHDVRQWREHOLHYHWKDW pĭLVSUHFLVHO\ZKDW%UDQGRPVD\V,
UHMHFW DQRWLRQIRUZKLFKHQWLWOHPHQWDQGWUXWKGRQRWFRPH
DSDUW Ī S Ħī
7RSXWWKLVH[SOLFLWO\LQWHUPVRIUHDVRQV 0F'RZHOOWKLQNVWKDWNQRZĥ
LQJWKDW p UHTXLUHVKDYLQJD FRQFOXVLYH UHDVRQWREHOLHYHWKDW p 2QWKH
XQGHUVWDQGLQJRIDFRQFOXVLYHUHDVRQ, DPRSHUDWLQJZLWKKHUH IROORZLQJ
0F'RZHOO WRKDYHDFRQFOXVLYHUHDVRQWREHOLHYHWKDW p LVWRKDYHDUHDĥ
VRQZKLFKJXDUDQWHHVWKHWUXWKRI p ,IRQHLVLQSRVVHVVLRQRIDFRQFOXVLYH

UHDVRQWREHOLHYHWKDW p RQHWKHUHE\KDVDWUXWKĥJXDUDQWHHLQJMXVWL¿FDĥ
WLRQRUHQWLWOHPHQWWREHOLHYHWKDW p Ī)RUDGLɱHUHQWQRWLRQRIµFRQFOXVLYH
UHDVRQ¶VHH 'UHWVNHĪīī
:LWKWKLVPRUHVSHFL¿FUHDVRQVFRQGLWLRQ0F'RZHOO¶VYLHZRIYLVXDO
SHUFHSWLRQDOORZVKLPWRJLYHD5HDVRQV$QVZHUWRWKHTXHVWLRQRIH[SODĥ
QDWLRQ ,IRQHVHHV RQ0F'RZHOO¶VYLHZ RQH¶VYLVXDOH[SHULHQFHSXWVWKH
IDFWWKDW p LQSODLQYLHZ RQHLVWKXVLQDVWDWHZKLFKJXDUDQWHHVWKDW p LV
WUXH 7KLV IRU0F'RZHOO FRQVWLWXWHVRQH¶VKDYLQJDFRQFOXVLYHUHDVRQWR
EHOLHYHWKDW p
)RU0F'RZHOOKDYLQJDYLVXDOH[SHULHQFHLQZKLFKWKHIDFWWKDW p LV
PDQLIHVWWRRQHJXDUDQWHHVWKHWUXWKRI p ĪLWLVIDFWLYHī %XWVXFKVWDWHV
GRQ¶WJXDUDQWHH NQRZOHGJH WKDW p 0F'RZHOOWDNHVWKHIROORZLQJVRUWRI
FDVHWRVKRZZK\QRWĪ S  IQ ī 6XSSRVHP\VHQVHVDUHIXQFĥ
WLRQLQJSHUIHFWO\ DQG, KDYHDYLVXDOH[SHULHQFHLQZKLFKWKHIDFWWKDWD
\HOORZOHPRQLVSUHVHQWLVYLVXDOO\PDQLIHVWWRPH %XWQRZVXSSRVHWKDW
, MXVWWRRNDGUXJDQGKDYHEHHQFRQYLQFHG E\DQDXWKRULW\ WKDWLWLVD
VWURQJKDOOXFLQRJHQ ZKLFKLQYRNHVKDOOXFLQDWLRQVRIWKHSUHVHQFHRI\HOĥ
ORZOHPRQV %XWLQIDFW XQEHNQRZQVWWRPH LWLVDVXJDUSLOO *LYHQWKLV
, MXVWGRQ¶WWDNHLWWKDWWKHUHLVD\HOORZOHPRQSUHVHQW GHVSLWHWKHYLVXDO
PDQLIHVWDWLRQRIWKHIDFWWKDWWKHUHLVD\HOORZOHPRQSUHVHQW .QRZOHGJH
WKDW p UHTXLUHVRQHWRWDNHLWWKDW p DQGKDYLQJDQH[SHULHQFHLQZKLFK
WKHIDFWWKDW p LVYLVXDOO\PDQLIHVWWRPH IRU0F'RZHOO LVLWVHOIQRJXDUĥ
DQWHHWKDWRQH WDNHVLW WKDWWKLQJVDUHWKXVDQGVR 7KLVLVRQHUHDVRQZK\
VXFKH[SHULHQFHVGRQ¶WJXDUDQWHHNQRZOHGJH
/DWHU, ZLOOGLVFXVVLQPRUHGHSWKZKDWLWLVIRUVXFKH[SHULHQFHVWR
JLYHRQHUHDVRQV LQ0F'RZHOO¶VYLHZĪVHHVHFWLRQĪīī %XWIRUQRZ,
ZDQWWRH[SORUH0F'RZHOO¶VFRQFHSWLRQRI VHHLQJV , ZLOOVWUXFWXUHWKHGLVĥ
FXVVLRQDURXQGWKLVLVVXH WKHTXHVWLRQRIH[SODQDWLRQ DQGVRD5HDVRQV
$QVZHU FRQFHUQVYLVXDOSHUFHSWLRQDVZHRUGLQDULO\XQGHUVWDQGLW )RU
LQVWDQFH FDVHVLQZKLFKRQHVHHVDUHGFXEH %XW0F'RZHOOPDNHVDORW
RIWKHLGHDWKDWLQVHHLQJ IDFWV DUHPDQLIHVW &DQKHUHDOO\EHFRQFHUQHG
ZLWKYLVXDOSHUFHSWLRQLQWKHRUGLQDU\VHQVH"

 0F'RZHOORQ6HHLQJ
0F'RZHOOĪīXQGHUVWDQGV VHHLQJV DVYLVXDOH[SHULHQFHVLQZKLFKRQH
µWDNHVLQKRZWKLQJVDUH¶ĪS ī H[SHULHQFHLVDPDWWHURIµRSHQQHVVWRWKH
OD\RXWRIUHDOLW\¶ ZKHUHWKDWPHDQV RSHQQHVVWRKRZWKLQJVDUH IDFWV
H[SHULHQFHVKDYHFRQWHQWRIWKHIRUP WKDWWKLQJVDUHWKXVDQGVR EXWµLIWKH
VXEMHFWRIWKHH[SHULHQFHLVQRWPLVOHG WKDWYHU\VDPHWKLQJ WKDWWKLQJV
DUHWKXVDQGVR LVDOVRDSHUFHSWLEOHIDFW DQDVSHFWRIWKHSHUFHSWLEOHZRUOG¶
ĪS ī ,QH[SHULHQFHVZKLFKDUHVHHLQJV0F'RZHOOWKLQNV µVRPHFDVHRI
KRZWKLQJVDUHLPSUHVVHVLWVHOIRQDSHUFHLYLQJVXEMHFW¶Ī S ī RQH
KDVµDIDFWDYDLODEOHWRRQH¶Ī S ī 0F'RZHOOKDVDIDFWLQYROYLQJ
YLHZRIVHHLQJ
0F'RZHOOVRPHWLPHVJLYHVH[SUHVVLRQWRVHHLQJVXQGHUVWRRGDVVXFK
XVLQJWKHWHUPLQRORJ\RIµVHHLQJWKDWVXFKĥDQGĥVXFKLVWKHFDVH¶ )RULQĥ
VWDQFH KHGRHVMXVWWKDWLQWKHIROORZLQJSDVVDJH
LQHQMR\LQJDQH[SHULHQFHRQHLVRSHQWRPDQLIHVWIDFWV IDFWV
WKDWREWDLQDQ\ZD\DQGLPSUHVVWKHPVHOYHVRQRQH¶VVHQVLELOĥ
LW\ Ī$WDQ\UDWHRQHVHHPVWREHRSHQWRIDFWV DQGZKHQRQH
LVQRWPLVOHG RQHLVī«ZKHQZHVHHWKDWVXFKĥDQGĥVXFKLVWKH
FDVH ZH DQGRXUVHHLQJ GRQRWVWRSDQ\ZKHUHVKRUWRIWKH
IDFW :KDWZHVHHLV WKDWVXFKĥDQGĥVXFKLVWKHFDVHĪ S
ī
6RLVQ¶W0F'RZHOOIRFXVHGRQVHHLQJWKDW p DVRSSRVHGWRVHHLQJD
WKLQJ" :HOO WKLQJVDUHQ¶WTXLWHVRVWUDLJKWIRUZDUG )RUDVQRWHGDERYH
0F'RZHOOWKLQNVWKDWDQH[SHULHQFHLQZKLFKWKHIDFWWKDW p LVYLVXDOO\
PDQLIHVW ZKDWZHFDQQRZFDOODFDVHRIVHHLQJWKDW p GRHVQ¶WHQWDLO
NQRZOHGJH 6XFKH[SHULHQFHVSXWRQHLQH[FHOOHQWHSLVWHPLFSRVLWLRQV
EXWIDOOVKRUWRINQRZOHGJH 7KLVPHDQVWKDWWKHUHLVDFRQÀLFWEHWZHHQ
KRZ0F'RZHOOXVHVWKHH[SUHVVLRQµS VHHVWKDW p¶DQGWKHRUGLQDU\PHDQĥ
LQJRIWKLVH[SUHVVLRQ )RURQWKHRUGLQDU\ODQJXDJHVHPDQWLFVIRUµS VHHV
WKDW p¶ LI S VHHVWKDW p WKHQVKHNQRZV E\YLVXDOPHDQV WKDW p ĪVHHWKH
GLVFXVVLRQLQ&KDSWHU  DERYHī
,WVHHPVWKHQWKDW0F'RZHOO¶VXVHRIµVHHVWKDW p¶LVTXDVLĥWHFKQLFDO
7KDWLV LWLVUHODWHGWREXWGRHVQ¶WFRQIRUPWRWKHQDWXUDOODQJXDJHVHĥ
PDQWLFV, RXWOLQHGDERYH 0F'RZHOO¶VXVHLVSHUIHFWO\OHJLWLPDWHDQGZHOO

VXLWHGIRUKLVSXUSRVHV DQGWKHUHLVQR REMHFWLRQ LQWKHIDFWWKDWLWLVD
TXDVLĥWHFKQLFDOXVH %XWLWPHDQVZHKDYHWREHFDUHIXOLQXQGHUVWDQGĥ
LQJZKDW0F'RZHOO¶VYLHZLV :KHQKHWDONVDERXWVHHLQJVDVFDVHVRI
VHHLQJWKDW p KHLVQRWQHFHVVDULO\VKLIWLQJDZD\IURPZKDWZHZRXOGRUĥ
GLQDULO\UHJDUGDVYLVXDOSHUFHSWLRQWRVRPHWKLQJOLNHNQRZOHGJHZKLFK
LVEDVHGRQYLVLRQ $QGZKHQ0F'RZHOOLQVLVWVWKDWVHHLQJWKDW p JLYHV
RQHFRQFOXVLYHUHDVRQWREHOLHYHWKDW p ZHKDYHWRUHPHPEHUWKDWKHLV
QRWWDONLQJDERXWVHHLQJWKDW p LQWKHRUGLQDU\VHQVH +HLV UDWKHU VD\LQJ
VRPHWKLQJZHFDQFRQVWUXHLQWKLVZD\ VHHLQJV FDVHVRIIDFWVEHLQJYLVXĥ
DOO\PDQLIHVWWRRQH RUH[SHULHQFHVLQZKLFKIDFWVDUHGLUHFWO\SUHVHQWWR
RQH JLYHRQHFRQFOXVLYHUHDVRQV
(YHQWKRXJK0F'RZHOO¶VIRFXVLVQRWRQVHHLQJWKDW p LQWKHRUGLQDU\
VHQVH ZHPLJKWVWLOOZRQGHUZKHWKHULQIRFXVLQJRQVHHLQJDV IDFWLQYROYĦ
LQJ 0F'RZHOOLVJLYLQJDQDFFRXQWRIVHHLQJDVZHRUGLQDULO\XQGHUVWDQG
LW &DVHVRIYLVXDOSHUFHSWLRQDVZHRUGLQDULO\XQGHUVWDQGLWLQFOXGHFDVHV
ZKHUHRQHVHHV DFXEH RUVHHV WKHVXQVHWWLQJ RUVHHV VRPHVQRZRQWKHJURXQG
DQGVRRQ $VVHHLQJVĪUHODWLRQVWRWKLQJVīWKHVHFDVHVDUHLQDVHQVH WKLQJ
LQYROYLQJ EXWZKHUHGR IDFWV DERXWWKHWKLQJVFRPHLQWRRXUDFFRXQWRI
WKHVHHLQJV" ,V0F'RZHOOJLYLQJDQDFFRXQWRIVHHLQJXQGHUVWRRGDVVXFK"
,IQRWWKHQWKHZRUNRI0F'RZHOO¶VZHKDYHGUDZQRQKHUHZLOOEHLUUHOĥ
HYDQW VLQFHWKHZKROHSRLQWRIGUDZLQJRQWKDWZRUNLVWRVORWLWLQWRD
5HDVRQV$QVZHUWRWKHTXHVWLRQRIH[SODQDWLRQ $QGD5HDVRQV$QVZHULV
DQDQVZHUZKLFKH[SODLQVKRZYLVXDOSHUFHSWLRQ DVZHRUGLQDULO\XQGHUVWDQG
LW LVDPHDQVRINQRZLQJĪHJ KRZVHHLQJDFXEH VD\ FDQEHWKHPHDQV
E\ZKLFKRQHNQRZVWKDWWKHFXEHLVUHGī
, WKLQN WKRXJK WKDWZHFDQUHDG0F'RZHOO¶VYLHZRIVHHLQJDVIDFW
LQYROYLQJDVDYLHZRI ZKDWLWLV WRVHHLQWKHRUGLQDU\VHQVH 7KDWLV DVD
YLHZRIZKDWLWLVWRVHH VD\ DFXEH $VIDUDV, FDQWHOO WKHUHLVQRFRQÀLFW
EHWZHHQ0F'RZHOO¶VYLHZRIVHHLQJDQGRXURUGLQDU\XQGHUVWDQGLQJRI
VHHLQJħVHHLQJHQWLWLHVLQRXUSHUFHSWLEOHHQYLURQPHQWV ,WLVMXVWWKDW
0F'RZHOOKDVVSHFL¿FPHWDSK\VLFDOFRPPLWPHQWVDERXWWKHQDWXUHRI
WKH H[SHULHQFHV LQYROYHGLQVXFKFDVHVRIVHHLQJ ,QUHVSRQVHWR %UHZHU
Īī 0F'RZHOOĪEīVD\V
, DJUHHZLWKKLPWKDWWKHH[SHULHQFHZHHQMR\LQSHUFHLYLQJ DV
RSSRVHGWRPHUHO\VHHPLQJWRSHUFHLYH µSUHVHQWVXVGLUHFWO\

ZLWKWKHREMHFWVLQWKHZRUOGDURXQGXVWKHPVHOYHV¶ 6RIDU
IURPDFFHSWLQJWKDWWKLVLVLQFRQVLVWHQWZLWKWDNLQJSHUFHSĥ
WXDOH[SHULHQFHWRKDYHFRQWHQW«, WKLQNWKHLGHDRIFRQVFLRXV
DFFHVVWRREMHFWV RIDVRUWWKDWFDQHQDEOHNQRZOHGJHDERXW
WKHP SRVLWLYHO\UHTXLUHVXVWRFRQFHLYHRIWKHFRQVFLRXVQHVV
LQTXHVWLRQDVFRQWHQWIXO 7KHDOWHUQDWLYHLVDIRUPRIWKH
0\WKRIWKH*LYHQĪS ī
6R0F'RZHOOQRWRQO\WKLQNVWKDWLQVHHLQJZHDUHSUHVHQWHGZLWKREMHFWV
LQWKHZRUOGĪZH VHH VXFKWKLQJVī EXWLQRUGHUWRXQGHUVWDQGVXFKVHHLQJ
ĪDWOHDVWLQVRIDUDVLWFDQEHHSLVWHPLFDOO\VLJQL¿FDQWīZHQHHGWRLQYRNHD
YLHZRIH[SHULHQFHRQZKLFKLWKDVFRQFHSWXDOFRQWHQW 2QHVXFKYLHZLV
RIFRXUVH0F'RZHOO¶VIDFWLQYROYLQJYLHZZKLFKZHKDYHEHHQGLVFXVVLQJ
LQWKLV&KDSWHU
6RPXFKIRUDVVXUDQFHV :HPLJKWVWLOOZRQGHU KRZ ZHDUHWRFRQQHFW
XSWKHYLHZRIWKHH[SHULHQFHVLQYROYHGLQVHHLQJVDVIDFWLQYROYLQJ ZLWK
WKHIDFWWKDWVHHLQJLVDPDWWHURIEHLQJUHODWHGWRWKLQJVOLNHREMHFWV ,Q
WKHUHPDLQGHURIWKLVVHFWLRQ, ZLOOWU\WRFODULI\ZKDW0F'RZHOO¶VIDFW
LQYROYLQJYLHZRIVHHLQJDPRXQWVWR , ZLOOWKHQH[SODLQKRZLWLVDYLHZ
RIĪWKHQDWXUHRIīVHHLQJLQWKHRUGLQDU\VHQVH
,QZKDWVHQVHDUHVHHLQJVYLVXDOH[SHULHQFHVZKLFKDUHIDFWLQYROYLQJ
IRU0F'RZHOO" ,WLVWHPSWLQJWRVXSSRVHWKDWZKDW0F'RZHOOLVVD\LQJ
LVWKDWLQYLVXDOSHUFHSWLRQZHVHHIDFWV (VSHFLDOO\LQOLJKWRIWKHSDVVDJH
TXRWHGDERYHZKHUH0F'RZHOOVD\Vµ:KDWZHVHHLV WKDWVXFKĥDQGĥVXFK
LVWKHFDVH¶ 7KLVLVKRZ 7UDYLVĪīUHDGV0F'RZHOO 2QWKLVUHDGLQJ
0F'RZHOOLVVD\LQJWKDWIDFWVħWUXHWKLQNDEOHFRQWHQWVħDUHDPRQJWKH
REMHFWV RIRXUYLVXDOSHUFHSWLRQĪDPRQJ ZKDW RQHFDQVHHī )RU0F'RZHOO
RQWKLVLQWHUSUHWDWLRQ VHHLQJLVDPDWWHURIFODSSLQJRQH¶VH\HVXSRQD
IDFW ,QWKHWHUPLQRORJ\RI&KDSWHU  DERYH WKLVZRXOGEHWRYLHZIDFWV
DVYLVLEOHLQDQ REMHFW VHQVH %XWZHQRWHGDERYHWKDWWKLVVHHPVWREH
LPSODXVLEOH )DFWVDUHQRWVSDWLDOHQWLWLHV DQGWKH\GRQRWKDYHORRNV
7KH\FDQ¶WEHDPRQJWKH REMHFWV RISHUFHSWLRQ DVZHRUGLQDULO\XQGHUVWDQG
PDWWHUV ,QGHHG WKHFRQVLGHUDWLRQVRɱHUHGE\7UDYLV ZKLFKFDVWGRXEW
RQWKHLGHDWKDWIDFWVDUHYLVLEOHLQWKHREMHFWVHQVH ZKLFK, PDGHXVHRI
DERYHĪVHHVHFWLRQĪīī DUHFRQVLGHUDWLRQV7UDYLVGLUHFWVDW0F'RZHOOE\
ZD\RIFULWLFLVP

+RZHYHU GHVSLWHWKHWHPSWDWLRQWKHUHLVWRUHDG0F'RZHOOLQWKH
ZD\WKDW7UDYLVGRHV KHH[SOLFLWO\GHQLHVWKDWWKDWLVKRZKHVKRXOGEH
UHDG ,QDUHSO\WR7UDYLV0F'RZHOOVD\V
,IVRPHRQHVHHVWKDWWKHUHLVDUHGFXEHLQIURQWRIKHU WKDW
WKHUHLVDUHGFXEHLQIURQWRIKHULV DV, XQGHUVWDQGWKLQJV D
GLUHFWDUWLFXODWLRQRIĪVRPHRIīWKH FRQWHQW RIKHUYLVXDOH[SHULĥ
HQFH QRW DVLQWKHFRQFHSWLRQ7UDYLVIRLVWVRQPH DQ REMHFW RI
KHUH[SHULHQWLDODZDUHQHVV 7KDWWKHUHLVDUHGFXEHLQIURQW
RIKHULVQRWVRPHWKLQJVKHVHHVLQ DQ\WKLQJOLNH WKHVHQVHLQ
ZKLFKVKHVHHVWKHUHGFXEHĪF S ī
,QWKHWHUPLQRORJ\RI&KDSWHU  0F'RZHOOUHJDUGVIDFWVDVYLVLEOHLQ
WKHUHSUHVHQWDWLRQDOVHQVH ,WLVUHODWLYHO\XQFRQWURYHUVLDOWKDWIDFWVDUH
YLVLEOHLQWKLVVHQVH %XW0F'RZHOO¶VPRUHVSHFL¿F DQGPRUHFRQWURĥ
YHUVLDOVXJJHVWLRQ LVWKDWVHHLQJVDUHIDFWLQYROYLQJLQWKDWWKHLU UHSUHVHQĦ
WDWLRQDOFRQWHQWV DUHIDFWVĪWUXHWKLQNDEOHFRQWHQWVī ,I, KDYHVXFKDQH[ĥ
SHULHQFHDQG, VHHWKDWWKHUHLVDUHGFXEHWKHUHĪLQ0F'RZHOO¶VVHQVHī
WKHQP\H[SHULHQFHLVIDFWLQYROYLQJLQWKDWLWUHSUHVHQWVWKLQJVWRPHLQ
YLUWXHRIKDYLQJDIDFWDVLWVFRQWHQW Ī,QFLGHQWDOO\ WKLVZRXOGQ¶WVDWLVI\
7UDYLVĪīZKRGHQLHVWKDWH[SHULHQFHLVUHSUHVHQWDWLRQDOī $QG DV
SHUDERYH LWLVRIWKHQDWXUHRIVHHLQJWKDWWKHUHLVDUHGFXEHWKHUHWKDW
LWKDVWKHIDFWWKDWWKHUHLVDUHGFXEHWKHUHDVLWVFRQWHQW
$ FRQVHTXHQFHRI0F'RZHOO¶VYLHZLVWKDWWKHFRQWHQWRIDVHHLQJĪRU
DWOHDVWVRPHRILWVFRQWHQWīFDQ¶WEHXQGHUVWRRGDVVRPHWKLQJZKLFKLV
FRPPRQWRVXFKH[SHULHQFHVDQGVXEMHFWLYHO\PDWFKLQJKDOOXFLQDWRU\H[ĥ
SHULHQFHV 6RVXSSRVHWKDWP\EUDLQLVPDQLSXODWHGVRDV, KDYHDYLVXDO
H[SHULHQFHDVRIDUHGFXEHSODFHGEHIRUHPH $QGVXSSRVHWKDWLWLVQRW
SRVVLEOHIRUPHWRWHOO E\UHÀHFWLRQRQP\H[SHULHQWLDOVLWXDWLRQ WKDW,
DPQRWHQMR\LQJDYHULGLFDOH[SHULHQFHZLWKWKHFRQWHQW WKDWWKHUHLVDUHG
FXEHEHIRUHPH )URPWKH³LQVLGH´LWLV HSLVWHPLFDOO\ MXVWDVLI, DPVHHLQJ
WKDWWKHUHLVDUHGFXEHWKHUHĪLQ0F'RZHOO¶VVHQVHī %XWVXSSRVHWKHUH
LVQRUHGFXEHWKHUH WKLVLVDPHUHKDOOXFLQDWLRQ ,IWKDWKDOOXFLQDWRU\H[ĥ
SHULHQFHKDVFRQWHQW WKHQZKDWHYHULWVFRQWHQWPLJKWEH LWLVREYLRXVO\
QRWWKH IDFW WKDWWKHUHLVDUHGFXEHWKHUH
,QVRIDULWLVRIWKHQDWXUHRIVHHLQJVWKDWWKH\DUHIDFWLQYROYLQJ WKH\
KDYHDQDWXUHZKLFKLVTXLWHGLɱHUHQWWRVXEMHFWLYHO\PDWFKLQJKDOOXFLQDĥ

WLRQV 7KLVLVFRQVLVWHQW RIFRXUVHZLWKDOOVRUWVRIFRPPRQDOLWLHV $Q
H[SHULHQFHLQZKLFKWKHIDFWWKDWWKHUHLVDUHGFXEHWKHUHLVPDQLIHVWWR
PH DQGDVXEMHFWLYHO\PDWFKLQJKDOOXFLQDWLRQ DUHHDFKFDVHVRI IRULQĥ
VWDQFH LWV DSSHDULQJWRPHDVLI WKHUHLVDUHGFXEHWKHUH RULWV VHHPLQJWRPH
DVLI WKLVLVVR ,W¶VMXVWWKDW DV 0F'RZHOOĪīVD\V
LWVVHHPLQJWRRQHWKDWWKLQJVDUHWKXVDQGVR«FDQEHWDNHQ
GLVMXQFWLYHO\ DVFRQVWLWXWHGHLWKHUE\WKHIDFWWKDWWKLQJVDUH
PDQLIHVWO\WKXVDQGVRRUE\WKHIDFWWKDWWKDWPHUHO\VHHPV
WREHWKHFDVHĪS ī
7KLVLV0F'RZHOO¶VVRĥFDOOHGµGLVMXQFWLYH¶FRQFHSWLRQRISHUFHSWXDODSĥ
SHDUDQFHVĪVHHDOVR 0F'RZHOOĪ Gīī
0F'RZHOO¶VYLHZLVRQHVRUWRIYLHZRQZKLFKH[SHULHQFHVKDYHUHSUHĥ
VHQWDWLRQDOFRQWHQWV 6XFKYLHZVħUHSUHVHQWDWLRQDOYLHZVħFDQEHYLHZV
RIVHHLQJLQWKHRUGLQDU\VHQVH 7DNH IRUH[DPSOH DUHGFXEH :KDWLVLW
WR VHH DUHGFXEH" $ UHSUHVHQWDWLRQDOWKHRULVWFDQJLYHDQDFFRXQWDORQJ
WKHVHOLQHV 6HHLQJDUHGFXEHLVLQSDUWDPDWWHURIKDYLQJDYLVXDOH[ĥ
SHULHQFHRIWKHFXEH Ī7KLVLVDWKHRU\QHXWUDOSRLQW ZKLFKLVLQYROYHG
LQRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQ DV, DUJXHGLQ&KDSWHU
ī 7KHYLVXDOH[SHULHQFHRQHKDVLQVHHLQJWKHFXEHPXVWKDYHDUHSUHĥ
VHQWDWLRQDOFRQWHQWZKLFKFRQFHUQVWKHFXEH DFRQWHQWZKLFKLVLQVRPH
VHQVHDERXWWKHFXEH Ī$QGZLWKWKLVWKHWKHRU\HQWHUVWKHSLFWXUHī 6XFK
UHSUHVHQWDWLRQDOFRQWHQWUHSUHVHQWVWKHFXEHDVEHLQJVRPHZD\ĪVīWRWKH
VXEMHFWRIWKHH[SHULHQFH 6XSSRVH IRULQVWDQFH WKDWSHUFHSWXDOUHSUHĥ
VHQWDWLRQDOFRQWHQWLVSURSRVLWLRQDOFRQWHQWRIVRPHNLQG 6RLQDJLYHQ
FDVHLQZKLFKRQHVHHVWKHFXEH RQWKLVYLHZ RQHPLJKWKDYHDQH[SHĥ
ULHQFHZLWKWKHFRQWHQW WKDWWKHUHLVDUHGFXEHWKHUH RU WKDW WKDW ĭWKHFXEHĮLV
UHG  RU WKDW WKDW LV WKXV ĭVRPHSHUFHSWXDʃ\JLYHQZD\RIEHLQJ HJ UHGĮ 7KRVH
FRQWHQWVFDQGHWHUPLQHZD\VWKHH[SHULHQFHUHSUHVHQWVWKLQJVDVEHLQJWR
WKHVXEMHFWRIWKHH[SHULHQFHħWKH\GRVRLIWKH\DUHFRQWHQWVRIWKHH[ĥ
SHULHQFH :KLFKFRQWHQWĪRUFRQWHQWVīWKHH[SHULHQFHKDVFDQ¶WEHUHDG
RɱIURPWKHIDFWWKDWLWLVDVHHLQJRIDFXEH ,WZLOOGHSHQGXSRQDOO
VRUWVRIWKLQJV VXFKDVWKHHQYLURQPHQWDOFRQGLWLRQVLQZKLFKWKHFXEH
LVVHHQ WKHSHUFHSWXDOVHQVLWLYLWLHVRIWKHSHUFHLYHU WKHFRQGLWLRQVRIWKH
FXEH DQGVRRQ %XWDQ\JLYHQLQVWDQFHRI VHHLQJ WKHFXEH ZLOO RQWKLV

YLHZ LQYROYHUHSUHVHQWLQJWKHFXEHDVEHLQJVRPHZD\MXVWLQVRIDUDVLWLV
H[SHULHQWLDO
7RVD\WKLVPXFKLVQRWWRJLYHDQ\WKLQJOLNHDFRPSOHWHDFFRXQWRIWKH
PHWDSK\VLFVRIWKLQJVHHLQJ ,WLVMXVWDQHOHPHQW RUVWDUWLQJSRLQW LQRQH
VRUWRIDFFRXQW 2QHPLJKWDGGWRWKHDERYHLQDQXPEHURIZD\VWRJHW
FORVHUWRDFRPSOHWHDFFRXQW )RULQVWDQFH RQHPLJKWPDNHPRUHVSHFL¿F
FRPPLWPHQWVDERXWWKHQDWXUHRIWKHUHSUHVHQWLQJDQGUHSUHVHQWDWLRQDO
FRQWHQWLQYROYHGLQH[SHULHQFHĪHJ ZKLFKWKHRU\RISURSRVLWLRQDOFRQĥ
WHQWLVWREHLQYRNHG" $UHVXFKH[SHULHQFHVVWDWHDQGRUFRQWHQWFRQFHSĥ
WXDORUQRQFRQFHSWXDO" :KLFKSURSHUWLHVFDQEHUHSUHVHQWHGLQSHUFHSĥ
WXDOFRQWHQW" $QGVRRQī %XWDOVR WKHUHDUHYDULRXVGLPHQVLRQVWRRXU
RUGLQDU\FRQFHSWLRQRIVHHLQJZKLFKZHPLJKWZDQWWRFDSWXUHWKHRUHWLĥ
FDOO\ E\DGGLQJWRWKHUHSUHVHQWDWLRQDOFRQWHQWGLPHQVLRQRIWKHDFFRXQW
DOUHDG\LQYRNHG
)RULQVWDQFH LQVHHLQJZHKDYHH[SHULHQFHVLQZKLFKWKLQJVORRNRU
DSSHDURUVHHPVRPHZD\VWRXV 2XUH[SHULHQFHVKDYHFRQVFLRXVFKDUDFĥ
WHUV 6XSSRVH VLPSOLI\LQJJUHDWO\ WKDWLQVHHLQJDFXEH DIDLWKIXODQGH[ĥ
KDXVWLYHGHVFULSWLRQRIWKHFKDUDFWHURIP\H[SHULHQFHFRXOGEHJLYHQE\
VD\LQJ LWORRNVWRPHDVLIWKHUHLVDUHGFXEHWKHUH 2QHPLJKWDGGWRRXU
WKHRU\WKHFODLPWKDWWKHFKDUDFWHURIP\H[SHULHQFHLVZKRʃ\ FRQVWLWXWHG
E\WKHZD\WKHH[SHULHQFHUHSUHVHQWVWKHUHOHYDQWREMHFWVRIDZDUHQHVVDV
EHLQJħWKHH[SHULHQFH¶VUHSUHVHQWDWLRQDOFRQWHQW Ī6RRQHHQGVXSZLWK
DSXUHIRUPRILQWHQWLRQDOLVPī 2QWKLVYLHZ DOOWKHUHLVWRP\H[SHULĥ
HQFHKDYLQJWKLVFKDUDFWHULVWKDWLQVHHLQJWKHFXEHWKHYLVXDOH[SHULHQFH
, KDYHUHSUHVHQWVWKHFXEHDVEHLQJSUHVHQW FXELFLQVKDSH DQGUHGLQ
FRORXUħRUVRPHGHWHUPLQDWHVKDGHRIUHG $ZHDNHUSURSRVDOLVWKDWRQO\
VRPH DVSHFWVRIWKHFKDUDFWHURIP\H[SHULHQFHDUHGHWHUPLQHGE\WKHH[ĥ
SHULHQFH¶VUHSUHVHQWDWLRQDOFRQWHQW 3HDFRFNHĪīIRULQVWDQFHWKLQNV
WKDWQRWHYHU\DVSHFWRIWKHVXEMHFWLYHFKDUDFWHURIH[SHULHQFHVLVGHWHUĥ
PLQHGE\UHSUHVHQWDWLRQDOFRQWHQWĪWKRXJKVRPHDVSHFWVDUHī 7RDFFRXQW
IRUWKRVHDVSHFWVDVVRFLDWHGZLWK VD\ FRORXUH[SHULHQFH 3HDFRFNHWKLQNV
ZHQHHGWRLQYRNHVRĥFDOOHGµVHQVDWLRQDOTXDOLWLHV¶ Ī)RUKHOSIXOGLVFXVVLRQ
RIGLɱHUHQWIRUPVRILQWHQWLRQDOLVPVHH &UDQHĪīī
$QRWKHUDVSHFWRIRXURUGLQDU\FRQFHSWLRQRIVHHLQJLVWKDWLWLVUHODĥ
WLRQDOħRQWKLVDOOVLGHVFDQDJUHH 7RVHH x LVWRVWDQGLQDFHUWDLQVRUWRI
UHODWLRQWR x 1RZMXVWVD\LQJWKDWVHHLQJLQYROYHVH[SHULHQFHXQGHUVWRRG

UHSUHVHQWDWLRQDOO\LWVHOIGRHVQRWKLQJWRFDSWXUHWKLVGLPHQVLRQRIRXURUĥ
GLQDU\FRQFHSWLRQRIVHHLQJ &RQVLGHUDJDLQ VHHLQJWKHFXEH 2QHPLJKW
WU\WRFDSWXUHWKHIDFWWKDWLQVHHLQJWKHFXEH, PXVWEHUHODWHGWRLWE\
VXJJHVWLQJWKDWWKHFRQWHQWRIH[SHULHQFH ZKLFKZHKDYHDOUHDG\DJUHHG
LVLQVRPHVHQVHDERXWWKHFXEH PXVWLQYROYHDQHOHPHQWZKLFK UHIHUV WR
WKHFXEH 7KXV RQWKLVPRUHVSHFL¿FZD\RIXQGHUVWDQGLQJWKHUHSUHVHQĥ
WDWLRQDOFRQWHQWRIWKHH[SHULHQFHVLQYROYHGLQVHHLQJ VXFKH[SHULHQFHV
LQYROYH VXFFHVVIXOSHUFHSWXDOUHIHUHQFH WRZKDWLVVHHQ Ī7KLVLVFRQVLVWHQWZLWK
WKHLGHDWKDWH[DFWO\WKHVDPHW\SHRIFRQWHQWFDQEHLQYROYHGLQDVXEMHFĥ
WLYHO\PDWFKLQJKDOOXFLQDWLRQ LQZKLFKWKHUHOHYDQWREMHFWGRHVQ¶WH[LVW
,WLVMXVWWKDWLQWKDWFDVHWKHUHIHUHQWLDOHOHPHQWRIWKHFRQWHQWZLOOIDLO
WRUHIHUī
7KHSRLQWRIWKLVGLVFXVVLRQLVWRKLJKOLJKWKRZWKHUHFDQEHUHSUHVHQĥ
WDWLRQDOYLHZV DWWKHOHYHORIZKDWZHPLJKWFDOOWKHµPHWDSK\VLFVRISHUĥ
FHSWLRQ¶ RIVHHLQJħWKDWLV VHHLQJDVZHRUGLQDULO\XQGHUVWDQGLW 7REH
FOHDU WKHLGHDLVFHUWDLQO\QRWWKDWRXURUGLQDU\XQGHUVWDQGLQJRIVHHLQJ
LQYROYHVDFRPPLWPHQWWRWKHVHLGHDV 7KDWLVYHU\XQOLNHO\ ,WLVUDWKHU
WKDWDFRPPLWPHQWWRWKHVHLGHDV LVVRPHWKLQJZHWKHRULVWVPLJKWZDQW
WRKDYHLQRUGHUWRJLYHDSKLORVRSKLFDODFFRXQWRIZKDWVHHLQJLV 5HSĥ
UHVHQWDWLRQDODSSURDFKHVLQWKHSKLORVRSK\RISHUFHSWLRQDUH RUFDQEH
LQWKHEXVLQHVVRIDFFRXQWLQJIRUVHHLQJDVZHRUGLQDULO\XQGHUVWDQGLW
/RRNHGDWJHQHUDOO\ WKHQ WKHUHLVQRUHDVRQWRVXSSRVHWKDW0F'RZĥ
HOO¶VVSHFL¿FUHSUHVHQWDWLRQDODSSURDFKFDQ¶WEHWDNHQLQWKDWZD\ Ī2I
FRXUVH LWLVDVHSDUDWHTXHVWLRQDOWRJHWKHUZKHWKHUWKHVHYLHZVZRXOGEH
DQ\JRRG DVYLHZVRIVHHLQJ 7KHLVVXHKHUHLVMXVWZKDWWKHVHYLHZVFDQEH
LQWHOOLJLEO\WKRXJKWWR SXUSRUW WRDFFRXQWIRUī
%XWZKDWDERXWWKHVSHFL¿FV" 7KHUHDUHPRUHVSHFL¿FDVSHFWVWR0Fĥ
'RZHOO¶VRYHUDOOYLHZZKLFKDUHGHVLJQHGWRDFFRXQWIRUKRZLQVHHLQJ
ĪWKDWLV VHHLQJWKDWVXFKĥDQGĥVXFKLVWKHFDVHLQ0F'RZHOO¶VVHQVHīZH
VHH REMHFWV ĪWKDWLV WKLQJV YLVLEOHHQWLWLHVī &RQVLGHUWKHYLVXDOH[SHULHQFH
, KDYHZKHQ, VHHDUHGFXEHEHIRUHPH 6XSSRVHWKDWWKHFRQWHQWRIP\
H[SHULHQFHLVWKHIDFWWKDW WKDWUHGFXEHLVWKHUH 2QHDVSHFWRIVXFKSURSRĥ
VLWLRQDOO\VWUXFWXUHGFRQWHQWSHUWDLQVWRZKDW, KDYHH[SUHVVHGZLWKµWKDW
UHGFXEH¶ 6XSSRVHZHDEVWUDFWDZD\IURPWKHDWWULEXWLYHDVSHFWRIWKH
FRQWHQWRIWKHH[SHULHQFHZKLFKDVVLJQVDORFDWLRQWRWKHFXEHĪWKH LVWKHUH
DVSHFWī ZKDWDVSHFWRIFRQWHQWDUHZHOHIWZLWKLQWKH WKDWUHGFXEH DVSHFW"

:HDUHOHIWZLWKZKDWZHPLJKWFDOOWKH LQWXLWLRQDODVSHFW RIWKHFRQWHQW LQ
OLJKWRIZKDW0F'RZHOOUHIHUVWRDVDµVWDQGDUG.DQWLDQFKDUDFWHUL]DWLRQ
RILQWXLWLRQV¶ZKHUHLQWXLWLRQVDUHµLPPHGLDWHVHQVLEOHUHSUHVHQWDWLRQVRI
REMHFWV¶Ī S ī 7KDWLV WKH WKDWUHGFXEH DVSHFWRIWKHUHSUHVHQWDĥ
WLRQDOFRQWHQW WKDWUHGFXEHLVWKHUH LVDQDVSHFWZKLFKFRQVWLWXWHVDQLPPHĥ
GLDWHVHQVLEOHUHSUHVHQWDWLRQRIDQREMHFWĪDFXEHī Ī0F'RZHOOVRPHWLPHV
UHIHUVWRWKLVDVWKH LQWXLWLRQDOFRQWHQW RIH[SHULHQFHī
([SHULHQFHVZKLFKDUHVHHLQJV IRU0F'RZHOOĪDWOHDVWLIWKHLUFRQWHQW
LVOLNH WKDWUHGFXEHLVWKHUHī KDYHDQLQWXLWLRQDODVSHFWWRWKHLUIDFWLQYROYĥ
LQJFRQWHQW *LYHQWKDWWKLVLVVR WKH\FDQLQWHOOLJLEO\EHWKRXJKWRIDV
VHHLQJVRI REMHFWVħFDVHVLQZKLFKREMHFWVFRPHLQWRYLHZDQGDUHSUHVHQW
WRYLVXDOFRQVFLRXVQHVV %XWZKDW PRUHH[DFWO\ LVLQWXLWLRQDOFRQWHQW"
0F'RZHOOVD\VWKDW
LQWXLWLRQVLQWKHGRPLQDQW.DQWLDQVHQVHDUHUHSUHVHQWDWLRQV
RI WKLVHV ĪRU WKDWVī PRUHIXOO\ RI WKLVĦVXFKHV ĪRU WKDWĦVXFKHVī ZKLFK
PDNHVLWXQDYRLGDEO\FOHDUWKDWHYHQWKRXJKWKH\DUHLPPHGLĥ
DWHO\RIREMHFWV VXFKUHSUHVHQWDWLRQVDOUHDG\LQYROYHWKHXQĥ
GHUVWDQGLQJĪS ī
6HQVLEOHLQWXLWLRQVDUHUHSUHVHQWDWLRQV WKH\WKXVKDYHUHSUHVHQWDWLRQDO
FRQWHQW ,IDSURSRVLWLRQDOFRQWHQWĪDMXGJHPHQWĥVKDSHGFRQWHQWīKDVDQ
LQWXLWLRQDODVSHFWWRLW WKHQWKLVLQWXLWLRQDODVSHFWLVDIRUPRIUHSUHVHQĥ
WDWLRQDOFRQWHQWĪLWLVQRWLWVHOIMXGJHPHQWĥVKDSHGWKRXJKī ,QWKHSDVVDJH
DERYH WKHUHDUHWKUHHWKLQJVZHQHHGWRXQSDFN Īī,QWXLWLRQVDUHUHSUHĥ
VHQWDWLRQVRI WKLVHV ĪRU DVZHFDQDOVRVD\ LQWXLWLRQDOFRQWHQW RUWKHLQWXĥ
LWLRQDODVSHFWRIDQH[SHULHQFH¶VSURSRVLWLRQDOFRQWHQWUHSUHVHQWV WKLVHVī
Īī,QWXLWLRQVUHSUHVHQWWKLVHVDV WKLVĦVXFKHV ĪRU DVZHFDQDOVRVD\ LQWXĥ
LWLRQDOFRQWHQWKDVERWKD WKLV GLPHQVLRQDQGD VXFK GLPHQVLRQī DQGĪī
%HFDXVHWKHUHLVD VXFK GLPHQVLRQWRLQWXLWLRQDOFRQWHQW LQWXLWLRQVĪWKH
LQWXLWLRQDODVSHFWRISURSRVLWLRQDOFRQWHQWīDOUHDG\LQYROYHVWKHXQGHUĥ
VWDQGLQJ
5HJDUGLQJĪī VLQFHLQWXLWLRQDOFRQWHQWKDVD WKLV GLPHQVLRQLWUHSUHĥ
VHQWVREMHFWVRUWKLQJVĪDQLQWXLWLRQUHSUHVHQWV WKLV RU WKDW REMHFWī %XW
DQGWKLVLVĪī VHQVLEOHLQWXLWLRQVGRQ¶W DQG, WDNHLWFDQ¶W UHSUHVHQW
WKLQJVĪKDYHD WKLV GLPHQVLRQīZLWKRXWUHSUHVHQWLQJWKHPDVWKLV VXFKHV

ĪZLWKRXWKDYLQJD VXFK GLPHQVLRQī %XWZKDWGRHVWKLVPHDQ" 7KH VXFK GLĥ
PHQVLRQRILQWXLWLRQDOFRQWHQWSHUWDLQVWRWKHIHDWXUHVRIWKHREMHFWWKDW
DUHYLVLEOHIURPWKHSHUFHLYHU¶VSRLQWRIYLHZ WKHREMHFWZKLFKLVUHSUHĥ
VHQWHGLQWKH WKLV GLPHQVLRQ 6RLQDVHQVLEOHLQWXLWLRQD WKLV JHWVUHSUHĥ
VHQWHGDVD WKLVVXFK HJ WKLVFXEH ĪRU WKDWFXEH RU WKDWUHGFXEHī :K\PXVW
VHQVLEOHLQWXLWLRQVLQYROYHD VXFK GLPHQVLRQ" $V0F'RZHOOVD\VHOVHZKHUH
LQDµYLVXDOLQWXLWLRQ DQREMHFWLVYLVXDOO\SUHVHQWWRDVXEMHFWZLWKWKRVH
RILWVIHDWXUHVWKDWDUHYLVLEOHWRWKHVXEMHFWIURPKHUYDQWDJHSRLQW ,WLV
WKURXJKWKHSUHVHQFHRIWKRVHIHDWXUHVWKDWWKHREMHFWLVSUHVHQW +RZ
HOVHFRXOGDQREMHFWYLVXDOO\SUHVHQWWRRQH"¶ Ī S ī ,WLVGLɷFXOW
WRFRQFHLYHRIZKDWLWZRXOGEHIRUDQREMHFWWREHUHSUHVHQWHGWRRQH
LQDVHQVLEOHLQWXLWLRQZLWKRXWEHLQJUHSUHVHQWHGDVSURSHUWLHGLQVRPH
ZD\VĪZD\VZKLFKSHUWDLQWRVRPHRILWVYLVLEOHIHDWXUHVī ,WLVQRWDVLI
WKHREMHFWFRXOGEHUHSUHVHQWHGWRRQHDVDEDUHSDUWLFXODU 7KXVWKH
LGHDWKDWLQVRIDUDVREMHFWVDUHUHSUHVHQWHGLQVHQVLEOHLQWXLWLRQVWKH\DUH
UHSUHVHQWHGDVWKLV VXFKHV VHHPVSODXVLEOH
%XWZKDWDERXWĪī WKHLGHDWKDWWKH VXFK GLPHQVLRQWRLQWXLWLRQDO
FRQWHQWLPSOLFDWHVWKHXQGHUVWDQGLQJ" :KDWGRHVWKLVDPRXQWWR" 7KH
LQYROYHPHQWRIWKHXQGHUVWDQGLQJ IRU0F'RZHOOPHDQVWKHLQYROYHPHQW
RIFRQFHSWVDQGFRQFHSWXDOFRQWHQW 0F'RZHOOVD\V
+HUHWKHIDFWWKDW VD\ ³FXEH´¿JXUHVLQDVSHFL¿FDWLRQRI
WKHFRQWHQWRIDQLQWXLWLRQħWKHLQWXLWLRQUHSUHVHQWVLWVREĥ
MHFWDVWKDWUHG FXEHħUHÀHFWVWKHIDFWWKDWIRURQHWREHWKH
VXEMHFWRIVXFKDQLQWXLWLRQLVLQSDUWIRUWKHUHWREHDFWXDOĥ
L]HGLQRQH¶VVHQVRU\FRQVFLRXVQHVVWKHYHU\VDPH FRQFHSWXDO
FDSDFLW\ħSRVVHVVLRQRIWKHFRQFHSWRIDFXEHħZKRVHH[HUĥ
FLVHZRXOGSDUWO\GHWHUPLQHWKHSUHGLFDWHHOHPHQWLQWKHFRQĥ
WHQWRIDMXGJHPHQWZKRVHFRQWHQWZHFRXOGVSHFLI\ ZLWKWKDW
LPDJLQHGRFFXSDQF\RIWKHVXEMHFW¶VYLHZSRLQW LQWKHIRUP
³7KDWLVDUHGFXEH´Ī SS Ħī
6RZKHQZHWDNHWKDWIXOOSURSRVLWLRQDOFRQWHQWħWKDWUHGFXEHLVWKHUHħDQG
DEVWUDFWDZD\IURPWKHDWWULEXWLYHDVSHFWRIWKHFRQWHQWZKLFKDVVLJQVD
ORFDWLRQWRWKHFXEHĪWKH LVWKHUH DVSHFWīħZKLFKLV IRU0F'RZHOO DOVR
DFRQFHSWXDODVSHFWħZHDUHQRWOHIWZLWKVRPHQRQĥRUSUHĥFRQFHSWXDO
DVSHFWRIFRQWHQW :HDUHOHIWZLWKLQWXLWLRQDOFRQWHQW ZKLFKLVDIRUP

RIFRQFHSWXDOFRQWHQWZKLFKGRHVQ¶WKDYHWKHVWUXFWXUHRISURSRVLWLRQDO
FRQWHQW
0F'RZHOOH[SORLWVWKLVFRQFHSWLRQRIWKHLQWXLWLRQDODVSHFWWRSURSRĥ
VLWLRQDOFRQWHQWLQWKHIROORZLQJZD\ µ$ VHHLQJWKDW«ĬWKDWLV DVHHLQJ
WKDW p LQ0F'RZHOO¶VVHQVHĭLVDVHHLQJ RIDQREMHFW DWOHDVWLILWVFRQWHQW
LVRIWKHVRUWWKDW¿JXUHVLQWKHH[DPSOH, KDYHEHHQZRUNLQJZLWKĬHJ
ZKHUHWKHFRQWHQWRIWKHVHHLQJWKDW«LV WKDWUHGFXEHLVWKHUHĭ¶ĪS ī ,
WDNHLWWKDWZHFDQFRQVWUXHZKDW0F'RZHOOLVVD\LQJKHUHDVIROORZV
:KHQRQHVHHVDFXEH RQHKDVDIDFWLQYROYLQJYLVXDOH[SHULHQFH Ī2QH
µVHHVWKDW«¶LQ0F'RZHOO¶VVHQVHī 6XSSRVHWKDWWKHFRQWHQWRIWKLVH[SHĥ
ULHQFHLV WKDWUHGFXEHLVWKHUH 1RZWKLVLVIXOO\SURSRVLWLRQDOFRQWHQWĪLWLV
MXGJHPHQWĥVKDSHGī %XWLWKDVDQLQWXLWLRQDODVSHFWLQLWV WKDWUHGFXEH SDUW
7KXVDVHHLQJZKLFKLVDQH[SHULHQFHZLWKVXFKDIDFWLQYROYLQJFRQWHQW
FDQLQWHOOLJLEO\EHWKRXJKWRIDVD VHHLQJRIDQREMHFW ĪDFXEHī IRULQYLUWXH
RILWVLQWXLWLRQDOFRQWHQW LWFRXQWVDVDVHQVLEOHĪYLVXDOīLQWXLWLRQRIDQ
REMHFWħDQLQWXLWLRQLQZKLFKDQREMHFWLVLPPHGLDWHO\SUHVHQWWRRQH
UHSUHVHQWHGDVD WKDWVXFK ĪWKDWUHGFXEHī
6RLWVHHPVWKDWGHVSLWHKDYLQJDIDFWLQYROYLQJFRQFHSWLRQRIVHHLQJV
IRU0F'RZHOOVHHLQJVFDQVWLOOEHVHHLQJV RIREMHFWV ĪWKLQJVī 0RUHRYHU
0F'RZHOO¶VDFFRXQWFDQFDSWXUHVRPHRIWKHFUXFLDODVSHFWVRIVHHLQJDV
ZHRUGLQDULO\XQGHUVWDQGLW WKHIDFWLWLVDPRGHRIFRQVFLRXVDZDUHQHVV
DQGWKHIDFWWKDWLWLVUHODWLRQDOĪRQWKHVHIHDWXUHVVHH&KDSWHU ī ,¶OO
HODERUDWHRQWKLVQRZ
)LUVW WKHFRQVFLRXVDVSHFWRIVHHLQJ 0F'RZHOOWKLQNVWKDWLQVHHĥ
LQJIDFWVDUHSUHVHQWWRRQHLQ YLVXDOFRQVFLRXVQHVV DQGWKHRSHUDWLRQVRI
FRQFHSWXDOFDSDFLWLHVZKLFKPDNHWKDWSRVVLEOHIRURQHDUHDFWXDOL]HG LQ
VHQVRU\FRQVFLRXVQHVV ĪWKLVZDVPHQWLRQHGEULHÀ\DERYHī 0F'RZHOOVD\V
FRQFHSWXDOHSLVRGHVRIWKHUHOHYDQWNLQGĬYLVXDOH[SHULHQFHV
LQZKLFKIDFWVDUHPDQLIHVWWRRQHĭDUHDOUHDG\ DVWKHFRQFHSĥ
WXDOHSLVRGHVWKH\DUH FDVHVRI EHLQJXQGHUWKHYLVXDOLPSUHVVLRQ
WKDWVXFKĥDQGĥVXFKLVWKHFDVH ,WLVQRWWKDWDVFRQFHSWXDO
HSLVRGHVWKH\DUHSKHQRPHQRORJLFDOO\FRORXUOHVV VRWKDWWKH\
ZRXOGQHHGWREHDVVRFLDWHGZLWKYLVXDOVHQVDWLRQVLQRUGHU
WKDWVRPHFRPSOH[FRPSRVHGRIWKHVHFRQFHSWXDOHSLVRGHV
DQGWKHDVVRFLDWHGYLVXDOVHQVDWLRQVFDQEHUHFRJQL]DEO\YLĥ

VXDO 7KHVHFRQFHSWXDOHSLVRGHVDUHDOUHDG\ DVWKHFRQFHSWXDO
HSLVRGHVWKH\DUH VKDSLQJVRIYLVXDOFRQVFLRXVQHVVĪG S
ī
6XSSRVHLQVHHLQJDFXEH, KDYHDYLVXDOH[SHULHQFHLQZKLFKWKHIDFWWKDW
WKDWUHGFXEHLVWKHUH LVYLVXDOO\PDQLIHVWWRPH 7KLVYLVXDOH[SHULHQFHLV
DµFRQFHSWXDOHSLVRGH¶RQ0F'RZHOO¶VYLHZ 3DUWRIZKDWLVLQYROYHGLQ
LWVEHLQJWKHFRQFHSWXDOHSLVRGHLWLVLVWKH FRQFHSWXDOFRQWHQW LWKDVĪWKH
IDFWYLVXDOO\PDQLIHVWī DQGWKLVFRQFHSWXDOFRQWHQWKDVDQLQWXLWLRQDODVĥ
SHFW 6RZHPLJKWWDNHWKHLGHDWKDWDYLVXDOH[SHULHQFHVKDSHVYLVXDO
FRQVFLRXVQHVV DVWKHFRQFHSWXDOHSLVRGHLWLV DVLPSO\LQJWKDWLQVHHLQJ YLVXDO
FRQVFLRXVQHVVLVVKDSHGLQSDUWE\VRPHRIWKHFRQFHSWXDOĪLQFOXGLQJLQĥ
WXLWLRQDOīFRQWHQWRIWKHH[SHULHQFHRQHKDVLQVHHLQJ 6RZKHQ, VHH
WKHFXEH DQGWKHIDFWZKLFKFRQVWLWXWHVWKHFRQWHQWRIP\H[SHULHQFH
LV WKDWUHGFXEHLVWKHUH SDUWRIZKDWVKDSHVĪWKDWLVWRVD\ FRQVWLWXWLYHO\
GHWHUPLQHVīWKHFRQVFLRXVFKDUDFWHURIP\H[SHULHQFHLVWKH IDFW WKDWWKH
UHGFXEHLVWKHUH DQGWKH WKLVĦVXFK FRQWHQWWKDWWKDWLQYROYHV :KHQ, VHH
WKHUHGFXEH DQGP\VHHLQJLQYROYHVWKHFRQWHQWWKDW WKDWUHGFXEHLVWKHUH
DVRSSRVHGWRZKHQ, KDYHDVXEMHFWLYHO\PDWFKLQJKDOOXFLQDWLRQ WKHFRQĥ
VFLRXVFKDUDFWHURIP\H[SHULHQFHħWKDWLWVHHPVRUORRNVRUDSSHDUVWR
PHDVLIWKHUHLVDUHGFXEHWKHUHħLVGHWHUPLQHGE\WKHIDFWWKDWWKHUHLV
DUHGFXEHWKHUH
'RHVWKLVYLHZKHOSXVWRDSSUHFLDWHKRZLQVHHLQJDQREMHFWZHVWDQG
LQDUHODWLRQWRWKDWREMHFW" 2UZRXOGZHKDYHWRDGGWKDWRQDVDQH[ĥ
WUDFRQGLWLRQ" *LYHQKRZ0F'RZHOOXQGHUVWDQGVLQWXLWLRQVħDQGVRWKH
LQWXLWLRQDODVSHFWRISURSRVLWLRQDOFRQWHQWħWKHUHODWLRQDOLW\RIVHHLQJ
LVDOUHDG\LQSODFHWKDQNVWRWKHLQWXLWLRQDODVSHFWRIWKHFRQWHQWRIWKH
H[SHULHQFHLQYROYHGLQVHHLQJ 0F'RZHOOVD\V
ZHGHEDURXUVHOYHVIURPWKLVQRWLRQRILPPHGLDWHSUHVHQWQHVV
RIREMHFWVWRVXEMHFWVLIZHOHWLWVHHPWKDWDVHHQREMHFWZRXOG
KDYHWR¿JXUHLQWKHFRQWHQWRIDFRQFHSWXDORFFXUUHQFHWKDWLV
DVHHLQJRILWDV IRULQVWDQFH RFFXS\LQJDSRVLWLRQDWWKHRXWHU
HQGRIWKHDFDXVDOFKDLQWKDWJHQHUDWHVWKHVXEMHFW¶VFXUUHQW
H[SHULHQWLDOVLWXDWLRQLQVRPHVXLWDEO\GHVLJQDWHGZD\ĪS ī
Ĭ«ĭĬ7ĭKHSLFWXUHGHSLFWVLQWXLWLRQVDV TXD FRQFHSWXDORFFXUĥ
UHQFHVRIDFHUWDLQNLQG UHODWLRQ WRREMHFWV«7KHLGHDLVWKDW

IRUDFRQFHSWXDOHSLVRGHWRSRVVHVVLQWXLWLRQDOFRQWHQWMXVWLV
IRULWWRVWDQGLQDFHUWDLQUHODWLRQWRDQREMHFW VRLIWKHUHLV
QRREMHFWVXLWDEO\UHODWHGWRDFRQFHSWXDOHSLVRGH WKHQWKHUH
LVQRVXFKUHODWLRQ DQGDFFRUGLQJO\QRVXFKFRQWHQWĪS ī
7KLVDOVRKHOSVXVWRVHHKRZRQ0F'RZHOO¶VIDFWLQYROYLQJYLHZRI
VHHLQJ KHLVQRWHTXDWLQJVHHLQJĪLQKLVVHQVH VHHLQJWKDW pīZLWKYHULGLFDO
H[SHULHQFHĪH[SHULHQFLQJWKDW pZKHQ p LVWUXHī 0F'RZHOOWKLQNVWKDWZH
VKRXOGQ¶WHTXDWHWKHVHVLQFHDYHULGLFDOYLVXDOH[SHULHQFHLVQRWQHFHVVDULO\
DVHHLQJ +HEULQJVWKLVRXWZLWKWKHIROORZLQJH[DPSOH
&RQVLGHUDFDVHLQZKLFKVRPHRQHLVVFUHHQHGRɱIURPDUHG
FXEHE\DVXFFHVVIXO WURPSHO·RHLO SDLQWLQJLQZKLFKDQLQGLVWLQĥ
JXLVKDEOHUHGFXEHLVGHSLFWHGDVEHLQJSUHFLVHO\ZKHUHWKH
XQVHHQUHGFXEHDFWXDOO\LV +HUHZHKDYHDYHULGLFDORVWHQVLĥ
EOHVHHLQJĬWKDWLV DYHULGLFDOYLVXDOH[SHULHQFHĭWKDWLVQRWD
VHHLQJĪG S ī
0F'RZHOOLVVXJJHVWLQJWKDWRQHFDQKDYHDYLVXDOH[SHULHQFHZLWKWKH
FRQWHQW WKHUHLVDUHGFXEHWKHUH ZKLFKLVQRWDVHHLQJ HYHQWKRXJKLW
LVYHULGLFDO ,Q0F'RZHOO¶VH[DPSOHRQHJHWVWRKDYHDQH[SHULHQFHZLWK
WKDWFRQWHQW DQH[SHULHQFHZKLFKUHSUHVHQWVWKLQJVLQWKDWZD\ E\FRQĥ
IURQWLQJDQLQFUHGLEO\UHDOLVWLFSDLQWLQJ 7KHH[SHULHQFHJHWVWREHYHULGLĥ
FDOEHFDXVHWKHFRQWHQWRIWKHH[SHULHQFHLVĪDVLWKDSSHQVīWUXH %XW LQĥ
WXLWLYHO\ WKLVLVQ¶WDVHHLQJ :K\" %HFDXVHLWGRHVQ¶WLQYROYHWKH SUHVHQFH
LQLQWXLWLRQ RILWVVXEMHFWPDWWHUĪWKHUHGFXEHī 0F'RZHOOĪEīVD\V
WKDWZHQHHGWRPDNHURRPIRUWKH
LGHDRIDQH[SHULHQFHLQZKLFKVRPHDVSHFWRIREMHFWLYHUHDOĥ
LW\LV WKHUH IRUDVXEMHFW SHUFHSWXDOO\ SUHVHQW WRKHU 7KDWLVD
PRUHGHPDQGLQJFRQGLWLRQWKDQDQH[SHULHQFH¶VEHLQJPHUHO\
YHULGLFDOĪS ī
%\KDYLQJLQWXLWLRQDOFRQWHQW DQH[SHULHQFHĪIDFWLQYROYLQJDVLWLVīFDQ
PHHWWKLVPRUHGHPDQGLQJFRQGLWLRQ DQGWKXVFRXQWDVD VHHLQJ RIDQ
REMHFW
1RZVLQFHIHDWXUHVRIREMHFWLYHUHDOLW\DUH SUHVHQW LQIDFWLQYROYLQJH[ĥ
SHULHQFHVĪVHHLQJVī WKDQNVWRWKHH[SHULHQFH¶VLQWXLWLRQDODVSHFWV , WKLQN

LWLVIDLUWRFRQMHFWXUHWKDWIRU0F'RZHOOWKHIDFWWKDWWKHUHSUHVHQWDĥ
WLRQDOFRQWHQWVRIWKRVHH[SHULHQFHVLVUHVSRQVLEOHIRUWKHLUFRQVFLRXV
FKDUDFWHUVLVQRWWREH FRQWUDVWHG ZLWKWKHLGHDWKDWREMHFWLYHIHDWXUHVRI
UHDOLW\ĪHQWLWLHV DQGWKHLUYLVLEOHTXDOLWLHVīFDQWKHPVHOYHVEHSDUWO\UHĥ
VSRQVLEOHIRUWKHLUFRQVFLRXVFKDUDFWHUV 2Q0F'RZHOO¶VDFFRXQWRIIDFW
LQYROYLQJH[SHULHQFHV WKHUHLVURRPIRUREMHFWLYHIHDWXUHVRIUHDOLW\WKHPĥ
VHOYHVWREHLQYROYHGLQGHWHUPLQLQJWKHFRQVFLRXVFKDUDFWHURIH[SHULHQFH
ĪZKHQZHKDYHDFDVHRIVHHLQJī :KHQ, VHHWKHUHGFXEH LQVRIDUDVLWV
ORRNLQJWRPHDVLIWKHUHLVDUHGFXEHWKHUHLVGHWHUPLQHGE\WKHZD\P\
H[SHULHQFHUHSUHVHQWVWKHZRUOGWRPH WKH FRQWHQW RIP\H[SHULHQFH LWLV
QRWDWWKH H[SHQVH RI REMHFWV RIH[SHULHQFHDQGWKHLUIHDWXUHV
$VD¿QDOZRUGRQKRZ0F'RZHOO¶VIDFWLQYROYLQJYLHZRIVHHLQJFDQ
LQWHOOLJLEO\FRXQWDVDQDFFRXQWRIVHHLQJLQWKHRUGLQDU\VHQVH, ZDQWWR
PHQWLRQLOOXVLRQVEULHÀ\ 6XSSRVH, VHHDUHGFXEH %XWLQVHHLQJWKHFXEH
DIDLWKIXOGHVFULSWLRQRIWKHFKDUDFWHURIP\H[SHULHQFHZRXOGEHRQHLQ
ZKLFK, VD\ , VHHPWRVHHDJUHHQFXEHDWWKDWORFDWLRQ Ī3HUKDSV IRU
LQVWDQFH WKHUHLVDIXQQ\WULFNRIWKHOLJKWZKLFKPDNHVWKHFXEHORRNH[ĥ
DFWO\OLNHDW\SLFDOORRNLQJJUHHQFXEHī ,QWXLWLYHO\ZHZRXOGFODVVLI\WKLV
H[SHULHQFHDVDFRORXULOOXVLRQ +RZFDQZHDFFRXQWIRUWKLVH[SHULHQFH
LQWHUPVRI0F'RZHOO¶VIDFWLQYROYLQJYLHZ"
2QHUHVSRQVHWRWKLVTXHVWLRQLVWKDWZHGRQ¶WKDYHWR )RUWKH IDFW
LQYROYLQJ YLHZRQO\DSSOLHVWR³*RRGFDVHV´ $QGWKLVLVDFDVHLQZKLFKRQH
LVPLVOHG 7KXVZHFDQJURXSLWZLWKVXEMHFWLYHO\PDWFKLQJKDOOXFLQDWLRQV
ZKLFKWKHIDFWLQYROYLQJYLHZGRHVQ¶WDSSO\WR 7KHWKLQJWRVD\DERXW
WKLVFDVH RQWKLVUHVSRQVH LVWKDWLWLVDQH[SHULHQFHLQZKLFKLW PHUHO\
VHHPVDVLIWKHUHLVDJUHHQFXEHWKHUH %XWWKLVUHVSRQVHGRHVQ¶WKHOS
XVWRXQGHUVWDQGKRZWKLVH[SHULHQFHLVVWLOO LQWXLWLYHO\ D VHHLQJ ĪDQLVVXH
ZHGRQ¶WKDYHZLWKWKHKDOOXFLQDWRU\FDVHVī 'HVSLWHEHLQJDQLOOXVRU\
H[SHULHQFHZHDUHQRWLQFOLQHGWRJLYHXSRQWKHLGHDWKDW, JHQXLQHO\ VHH
WKHFXEH , GRVHHLW MXVWQRWIRUWKH UHG FXEHLWLV 7KHUHLVWKXVPRUH
WRWKLVH[SHULHQFHWKDQLW PHUHO\ VHHPLQJWREHDVLIWKHUHLVDJUHHQFXEH
WKHUH
%XWWKLVGRHVQ¶WVSHOOWURXEOHIRU0F'RZHOO¶VYLHZ )RUWKLVFDQVWLOO
EHDFDVHLQZKLFKWKHUHLVDYLVXDOLQWXLWLRQRIWKHFXEH DQG PRUHRYHU
RQZKLFKWKHUH DUH IDFWVLQYROYHG DVFRQWHQW LQWKHH[SHULHQFH ZKLFK
KDYHDQLQWXLWLRQDODVSHFW 7KHIDFWVFDQ¶WLQFOXGHWKHIDFWWKDWWKHUHLV

D JUHHQ FXEHWKHUH EXWWKDWLVQRWWRVD\WKDWWKHUHDUHQRIDFWVVXLWDEOH
WRHQWHULQWRWKHFRQWHQWRIWKHH[SHULHQFHZKLFKGHWHUPLQHWKDWWKH
H[SHULHQFHKDVLQWXLWLRQDOFRQWHQWDQGKHQFHZKLFKVXVWDLQWKHLGHDWKDW
WKLVLVDFDVHRI VHHLQJ 6R IRULQVWDQFH OHW¶VVXSSRVH, DFFXUDWHO\ORFDWH
WKHFXEH 6RLQVRIDUDVP\H[SHULHQFHUHSUHVHQWVWKHFXEHDVEHLQJ WKHUH
ĪDWVRPHSUHFLVHORFDWLRQUHODWLYHWRPHī LWLVDYHULGLFDOH[SHULHQFH :H
FDQFDSWXUHWKLVLQWKH0F'RZHOOLDQIUDPHZRUN ZLWKWKHLGHDWKDWP\
H[SHULHQFH P\VHHLQJRIWKHFXEH LQYROYHV DPRQJLWVFRQWHQWV WKHIDFW
WKDW WKDWFXEHLVWKHUH 7KLVKDVDQLQWXLWLRQDODVSHFWĪµWKDWFXEH¶ī ZKLFK
DOORZVXVWRVD\WKDWWKHWKLQJLQTXHVWLRQĪWKDWīLVLPPHGLDWHO\SUHVHQW
WRPHWKURXJKD VXFK GLPHQVLRQRIVRPHRILWVFRQWHQWĪFXEHī ,WLVDOVR
VHHPLQJO\ SUHVHQWDVD JUHHQ FXEH EXWWKDWLVDPHUHVHHPLQJ Ī%XWZKDWLI
ZHDGGWKDWWKHH[SHULHQFHLVLOOXVRU\ZLWKUHVSHFWWRORFDWLRQWRR DQG
WKHQZLWKUHVSHFWWRDQ\RWKHUSURSHUW\ZHPLJKWFDUHWRPHQWLRQ" 7KHQ
, WKLQNZHORVHRXUJULSRQWKHLGHDWKDWZHVWLOOKDYHDFDVHRI VHHLQJDQ
REMHFW DVRSSRVHGWRDPHUHZDVKRIVHHPLQJO\SUHVHQWSURSHUWLHVLQD
KDOOXFLQDWLRQWKDWKDVVRPHFDXVDOFRQQHFWLRQWRDQDFWXDOREMHFWī
7KHYLHZRI SHUFHSWLRQ,¶YH RXWOLQHG LV ZKDW DERYH, FDOOHG 0Fĥ
'RZHOO¶V HDUO\ YLHZRI SHUFHSWLRQ :HDUHQRZLQDSRVLWLRQWRQRWH
EULHÀ\ZKDWKLV ODWHU YLHZRISHUFHSWLRQLV $ FRUHFKDQJHLQKLVODWHU
YLHZRISHUFHSWLRQ ZKLFKFRPHVLQ³$YRLGLQJWKH0\WKRIWKH*LYHQ´
LV WKDWVHHLQJĪHJ VHHLQJDFXEHīFDQEHXQGHUVWRRGZLWKRXWDSSHDO
WR  MXGJHPHQWĥVKDSHG FRQWHQW 7KXV0F'RZHOO JLYHVXSRQWKHIDFW
LQYROYLQJDVSHFWRIKLVYLHZ %XWWKLVLVQ¶WWKHUDGLFDOGHSDUWXUHLWPLJKW
VHHPWREH 6LQFHVHHLQJLVVWLOOXQGHUVWRRGLQWHUPVRIUHSUHVHQWDWLRQDO
FRQWHQW DQGHYHQFRQFHSWXDOFRQWHQWĪLQ0F'RZHOO¶VSXUHFRQFHSWXDOLVW
ZD\ī +RZVR" 0F'RZHOOKDV LQWXLWLRQDOFRQWHQW GRDOORIWKHZRUN ,W
LVQRWWKDWLQVHHLQJWKHUHLVLQWXLWLRQDOFRQWHQWDVDQDVSHFWRIIXOOHU
MXGJHPHQWĥVKDSHG FRQWHQW EXWUDWKHU LQWXLWLRQDO FRQWHQWFDQEHWKH
FRPSOHWHFRQWHQWRIDQH[SHULHQFH µ+DYLQJVRPHWKLQJLQYLHZ VD\ D
UHGFXEH FDQEHFRPSOHWHLQLWVHOI ¶ĪD S ī
7R  UHWXUQ  WR RXU PDLQ  IRFXV ,¶YH EHHQ  WU\LQJ  WR  DUJXH  WKDW 0Fĥ
'RZHOO¶VHDUO\YLHZRIVHHLQJLVDQDFFRXQWRIVHHLQJDVZHRUGLQDULO\
XQGHUVWDQGVHHLQJ ,WLVDQDFFRXQWRIZKDWLWLVWRVHHHQWLWLHVLQRXU

SHUFHSWLEOHVXUURXQGLQJVLQWHUPVRIMXGJHPHQWĥVKDSHGFRQWHQWĪIDFWVī
ZLWKLQWXLWLRQDODVSHFWV 7KHDFFRXQWKDVWKHUHVRXUFHVWRLOOXPLQDWH
FHUWDLQDVSHFWVRIRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQħWKHIDFW
WKDWVHHLQJLVDPRGHRIFRQVFLRXVDZDUHQHVVDQGVRLQYROYHVFRQVFLRXV
FKDUDFWHU DQGWKHIDFWWKDWVHHLQJLVDUHODWLRQWRDSHUFHSWLEOHHQWLW\
7KHVHDVSHFWVDUHDFFRXQWHGIRU E\0F'RZHOO LQWHUPVRIH[SHULHQFHV
EHLQJXQGHUVWRRGLQWHUPVRIMXGJHPHQWĥVKDSHGFRQWHQWVZLWKLQWXLWLRQDO
DVSHFWV
7KHXSVKRWRIWKLVLVWKDW0F'RZHOO¶VDFFRXQWRIVHHLQJ LV ZHOOVXLWHG
WRVORWLQWRD5HDVRQV$QVZHUWRWKHTXHVWLRQRIH[SODQDWLRQ 7KHTXHVĥ
WLRQRIH[SODQDWLRQGHPDQGVDQH[SODQDWLRQRIYLVXDOSHUFHSWLRQ¶VHSLVĥ
WHPLFVLJQL¿FDQFHħRIZKDWPDNHVLWWKHFDVHWKDWYLVXDOSHUFHSWLRQLVD
PHDQVRINQRZLQJ $ 0F'RZHʃLDQ 5HDVRQV$QVZHUVD\V EHFDXVHVHHLQJ
DQHQWLW\ x LVFRQFHSWXDO DVRUWRIH[SHULHQFHZKLFKLQYROYHVIDFWV DQG
LQWXLWLRQDOFRQWHQW LWHQVXUHVWKDWRQHKDVFRQFOXVLYHUHDVRQVLQRQH¶V
SRVVHVVLRQ
:HQRZQHHGWRDVNLID0F'RZHOOLDQ5HDVRQV$QVZHULVDQ\JRRG" ,I
QRW LVVRPHVRUWRI5HDVRQV$QVZHUVWLOOVDOYDJHDEOH" , ZLOO¿UVWGLVFXVV
WKHUHDVRQVFRQGLWLRQDVLW¿JXUHVLQ0F'RZHOO¶VDFFRXQWRIYLVXDOO\EDVHG
NQRZOHGJH
 5HDVRQV 5HDVRQLQJDQG9LVXDO .QRZOĦ
HGJH
0F'RZHOOHQGRUVHVDUHDVRQVFRQGLWLRQ DQGWKLVLVDFUXFLDOGLPHQVLRQWR
D0F'RZHOOLDQ5HDVRQV$QVZHUWRWKHTXHVWLRQRIH[SODQDWLRQ $ FRPĥ
PLWPHQWWRWKHUHDVRQVFRQGLWLRQLVSDUWRIZKDWVXVWDLQVWKHLGHDWKDW
NQRZOHGJHLVDVWDQGLQJLQWKHVSDFHRIUHDVRQV ,QWKLVVHFWLRQ, ZDQWWR
FRQVLGHUDFOXVWHURITXHVWLRQVZKLFKDULVHIRUWKLVHSLVWHPRORJLFDOSHUĥ
VSHFWLYHDVLWDSSOLHVVSHFL¿FWRYLVXDOO\EDVHGNQRZOHGJH ,QFRQVLGHULQJ
WKLVFOXVWHURITXHVWLRQVP\DLPVDUHWRFODULI\ZKDW0F'RZHOO¶VFRPĥ
PLWPHQWVDUH DQGVRFODULI\WKHFRQWHQWRIWKH0F'RZHOOLDQ5HDVRQV
$QVZHU EXWDOVR, ZDQWWRVKRZKRZWKLVVWUDQGRI0F'RZHOO¶VWKLQNĥ
LQJLVGHIHQVLEOHLQVRPHUHVSHFWV 7KHTXHVWLRQV,¶OODGGUHVV FRQFHUQLQJ
0F'RZHOO¶VYLHZ DUHWKHIROORZLQJTXHVWLRQV

ĪDī 'RHV0F'RZHOO¶V6HOODUVLDQFRQFHSWLRQRIYLVXDOO\EDVHGNQRZOHGJH
DVDVWDQGLQJLQWKHVSDFHRIUHDVRQVUHTXLUHVXFKNQRZOHGJHWRLQĥ
YROYHUHDVRQLQJ"
ĪEī :KDW¶VLQYROYHGLQKDYLQJUHDVRQVIRUYLVXDOO\EDVHGNQRZOHGJH"
ĪFī :KDWDUHUHDVRQVIRUYLVXDOO\EDVHGEHOLHIV"
ĪGī ,VLWFRUUHFWWRWKLQNWKDWVHHLQJJLYHVRQH FRQFOXVLYH UHDVRQV"
,¶OODGGUHVVĪDīĦĪFīLQWKHQH[WVHFWLRQ DQGĪGīLQWKHVXEVHTXHQWVHFWLRQ
 6HHLQJ 5HDVRQVDQG5HDVRQLQJ
$VZH¶YHVHHQ IRU0F'RZHOORQHPXVWSRVVHVVDFRQFOXVLYHUHDVRQWREHĥ
OLHYHWKDW p LIRQHLVWRNQRZWKDW p %XWZHFDQDGGWKDWIRU0F'RZHOO
LIRQH¶VUHDVRQLVWREHNQRZOHGJHJURXQGLQJ RQHPXVWEHUDWLRQDOO\UHĥ
VSRQVLYHWRLW LQVRPHVHQVH LQEHOLHYLQJWKDW p )RU0F'RZHOO PHUH
SRVVHVVLRQRIDFRQFOXVLYHUHDVRQWREHOLHYHWKDW p ZRQ¶WPDNHRQH¶VEHĥ
OLHINQRZOHGJHDEOH :HFDQFDSWXUHWKLVE\VD\LQJWKDWIRU0F'RZHOOWKH
UHDVRQVFRQGLWLRQFRPHVLQDQH[SDQGHGIRUP IRU S WRNQRZWKDW p S
PXVWKDYHDFRQFOXVLYHUHDVRQWREHOLHYHWKDW p ZKLFKVKHLVUDWLRQDOO\
UHVSRQVLYHWRLQEHOLHYLQJWKDW p Ī7RSXWWKLQJVGLɱHUHQWO\ LIRQH¶VEHĥ
OLHYLQJWKDW p LVWRFRXQWDVNQRZOHGJH WKDQNVLQSDUWWRWKHFRQFOXVLYH
UHDVRQRQHKDVWREHOLHYHWKDW p WKHQWKDWFRQFOXVLYHUHDVRQPXVWEH RQH·V
UHDVRQIRUEHOLHYLQJ WKDW p RU WKHUHDVRQIRUZKLFK RQHEHOLHYHVWKDW pī 7KH
FUXFLDOTXHVWLRQLVZKDWLVLWIRURQHWREHUDWLRQDOO\UHVSRQVLYHWRRQH¶V
FRQFOXVLYHUHDVRQWREHOLHYHWKDW p LQEHOLHYLQJWKDW p"
2QHDQVZHULVWKDWEHLQJUDWLRQDOO\UHVSRQVLYHWRDUHDVRQUHTXLUHV
HQJDJLQJLQDELWRIUHDVRQLQJZKLFKLQYROYHVWKDWUHDVRQDVDSUHPLVH
ĪRUZKLFKVRPHKRZLQYROYHVWKHDFWLYHDQGVHOIĥFRQVFLRXVH[SORLWDWLRQ
RIWKDWUHDVRQī %XUJHĪīWKLQNVWKDW0F'RZHOO¶VFRPPLWPHQWWR
ZKDW,¶PFDOOLQJWKHH[SDQGHGUHDVRQVFRQGLWLRQ DVDSSOLHGWRSHUFHSWXDO
NQRZOHGJHĪDQGVRYLVXDOO\EDVHGNQRZOHGJHī LQYROYHVDFRPPLWPHQWWR
WKHLGHDWKDWSHUFHSWXDONQRZOHGJHUHTXLUHVUHDVRQLQJ +HXVHVWKLVDV
WKHEDVLVIRUDFULWLFLVPRI0F'RZHOO¶VYLHZ
7KHRWKHUYLHZĬ0F'RZHOO¶VYLHZĭKROGVWKDWSHUFHSWLRQVDUH
UHDVRQVDQGLPSOLHVWKDWWKHIRUPDWLRQRISHUFHSWXDOEHOLHILV

DSLHFHRIUHDVRQLQJħDWUDQVLWLRQIURPDUHDVRQWRZKDWLWLV
DUHDVRQIRU 7KLVYLHZPDLQWDLQVDQHPSLULFDOO\XQVXSSRUWHG
DQGLPSODXVLEOHYLHZDERXWWKHIRUPRISHUFHSWLRQĪDVSURSRĥ
VLWLRQDOī DQGLWVWUHDWPHQWRIWKHWUDQVLWLRQEHWZHHQSHUFHSĥ
WLRQDQGEHOLHIDVDIRUPRIUHDVRQLQJRUUHDVRQWUDQVPLVVLRQ
KDVOLWWOHEDVLVLQLQWXLWLYHHSLVWHPLFSUDFWLFHĪS ī
, VHHD\HOORZOHPRQ DQGWKHUHE\NQRZĪDQGVREHOLHYHīWKDWWKHOHPRQ
LV\HOORZ 2QHRI%XUJH¶VFULWLFLVPVKHUHLVWKDWZHGRQ¶WLQWXLWLYHO\UHĥ
JDUGWKHWUDQVLWLRQIURPYLVXDOSHUFHSWLRQWREHOLHILQWKLVNLQGRIFDVH
DVDSLHFHRIUHDVRQLQJ RUDVLQYROYLQJUHDVRQLQJ ,IZHDGGWKDWWKHEHĥ
OLHIFRXQWVDV NQRZOHGJH WKDWGRHVQ¶WPDNHDGLɱHUHQFH :HGRQ¶WWKHUHE\
WKLQNWKDWWKHUHPXVWKDYHEHHQVRPHUHDVRQLQJLQWKHWUDQVLWLRQ
, WKLQNZHFDQDJUHHZLWK%XUJHWKDWLWLVFRXQWHULQWXLWLYHWRWKLQN
WKDW  WKH SHUFHSWLRQĥEHOLHI  WUDQVLWLRQ LQ  VXFK FDVHV LQYROYHV  UHDVRQĥ
LQJħDWOHDVWRQFHUWDLQFRQFHSWLRQVRIZKDWVXFKUHDVRQLQJZRXOGKDYH
WREH ,I IRULQVWDQFH VXFKUHDVRQLQJZHUHWREHDPDWWHURIPRYLQJ
LQIHUHQWLDOO\ IURPRQHEHOLHIWRDQRWKHU ZLWKWKHFRQWHQWRIWKHIRUPHU
EHOLHIFRXQWLQJDVRQH¶VUHDVRQIRUWKHEHOLHIRQHDUULYHVDW WKHQWKLV
VHHPVWREHDWRGGVZLWKKRZZHRUGLQDULO\WKLQNRISHUFHSWLRQĥEHOLHI
WUDQVLWLRQVLQWKHFDVHVZHDUHLQWHUHVWHGLQĪHJ FDVHVOLNHWKHOHPRQ
FDVHī
)RULQVWDQFH RQHVXFKYLHZPLJKWHQGRUVHWKHIROORZLQJVWRU\DERXW
KRZP\SHUFHSWXDOEHOLHIWKDWWKHUHLVD\HOORZOHPRQSUHVHQWJHWVWREH
ZDUUDQWHGRQWKHEDVLVRIP\SHUFHSWLRQ , VWDUWRXWZLWKDEHOLHIWRWKH
HɱHFWWKDW, VHHD\HOORZOHPRQWKHUH , EHOLHYHWKDWVHHLQJD\HOORZOHPRQ
WKHUHPHDQVWKDWWKHUHLVD\HOORZOHPRQSUHVHQW 6R , LQIHUĪDQGEHOLHYHī
RQWKLVEDVLV WKDWWKHUHLVD\HOORZOHPRQSUHVHQW
%XWZHMXVWGRQ¶WWKLQNWKDWSHUFHSWXDOEHOLHI LQWKHFDVHVVXFKDVWKH
OHPRQFDVH LQYROYHVDQ\WKLQJOLNHVXFKUHDVRQLQJDWWKHSV\FKRORJLFDO
OHYHO 1RUGRZHWKLQNWKDWDSHUFHSWXDOEHOLHIFRXOGQRWEHDEHOLHIWKDW
RQHLVHSLVWHPLFDOO\ HQWLWOHGWR DQGZDUUDQWHGLQKROGLQJ XQOHVVRQHKDVJRQH
WKURXJKVXFKUHDVRQLQJ 7KLQNLQJWKDWSHUFHSWXDOO\EDVHGNQRZOHGJHUHĥ
TXLUHVUHDVRQLQJXQGHUVWRRGLQWKLVZD\IDOVL¿HVWKHPDQLIHVWLPDJHZH
KDYHRIWKHOLQNEHWZHHQSHUFHSWLRQDQGSHUFHSWXDOEHOLHIDWERWKWKH
SV\FKRORJLFDODQGHSLVWHPRORJLFDOOHYHO 6RLI0F'RZHOO¶VYLHZRIYLVXDOO\

EDVHGNQRZOHGJHDVUHTXLULQJDQĪH[SDQGHGīUHDVRQVFRQGLWLRQPHDQVWKDW
KHLVFRPPLWWHGWRWKLVVRUWRIUHDVRQLQJYLHZWKHQLWPXVWEHUHMHFWHG
%XUJHUHFRPPHQGVWKHUHMHFWLRQRI0F'RZHOO¶VYLHZSDUWO\RQWKHEDVLV
RIWKHLGHDWKDWLWLQYROYHVDQLPSODXVLEOHFRPPLWPHQWWRVRPHVXFKVRUW
RIUHDVRQLQJYLHZ
,WLVXQGHQLDEOHWKDWVXFKUHDVRQLQJLVDQH[FHOOHQWZD\RIPDQLIHVWLQJ
DFDSDFLW\RQHKDVIRUUHVSRQVLYHQHVVWRUHDVRQVĪDVWKHUHDVRQVWKH\DUHī
$V0F'RZHOOVD\V
7KHSULPDU\FRQWH[WIRUWKHLGHDRIUHVSRQVLYHQHVVWRUHDVRQV
DVVXFKLV UHDVRQLQJ DQDFWLYLW\LQZKLFKVRPHRQHH[SOLFLWO\
FRQVLGHUVZKDWWREHOLHYHRUZKDWWRGR DQGWDNHVUHDVRQV
LQWRDFFRXQWLQGHWHUPLQLQJKHUEHOLHIRUKHUDFWLRQ¶ĪD
S ī
%XWLVUHDVRQLQJWKHRQO\ZD\LQZKLFKRQHFDQEHUHVSRQVLYHWRUHDVRQVDV
VXFK" 0F'RZHOOGRHVQ¶WWKLQNVR +HVD\VµFDVHVLQZKLFKRQHHQJDJHVLQ
UHDVRQLQJGRQRWH[KDXVWWKHVFRSHRIRQH¶VUHVSRQVLYHQHVVWRUHDVRQVDV
VXFK¶ĪS ī $QGVR0F'RZHOOUHMHFWVWKHLGHDWKDWSHUFHSWXDONQRZOĥ
HGJH LQLQYROYLQJVXFKUHVSRQVLYHQHVVWRUHDVRQV UHTXLUHVUHDVRQLQJ
7KHTXHVWLRQVWLOOVWDQGV WKRXJK KRZFDQZHXQGHUVWDQGWKHZD\LQ
ZKLFKSHUFHSWXDONQRZOHGJHGRHVLQYROYHUHVSRQVLYHQHVVWRUHDVRQVDV
VXFKLIQRWDORQJWKHOLQHVRIWKHUHDVRQLQJPRGHO" :HPLJKWZRUNWKLV
RXWZLWKUHIHUHQFHWRDFDVH0F'RZHOOJLYHVUHJDUGLQJUHVSRQVLYHQHVVWR
UHDVRQVLQDFWLRQZKLFKGRHVQ¶WUHTXLUHUHDVRQLQJ
&RQVLGHUVRPHRQHIROORZLQJDPDUNHGWUDLO ZKRDWWKHFURVVĥ
LQJRISDWKVJRHVWRWKHULJKWLQUHVSRQVHWRDVLJQSRVWSRLQWĥ
LQJWKDWZD\ ,WZRXOGEHDEVXUGWRVD\WKDWIRUJRLQJWRWKH
ULJKWWREHDUDWLRQDOUHVSRQVHWRWKHVLJQSRVW LWPXVWLVVXH
IURPWKHVXEMHFW¶VPDNLQJDQH[SOLFLWGHWHUPLQDWLRQWKDWWKH
ZD\WKHVLJQSRVWSRLQWVJLYHVKHUDUHDVRQIRUJRLQJWRWKH
ULJKW :KDWPDWWHUVLVMXVWWKDWVKHDFWVDVVKHGRHVEHFDXVH
ĪWKLVLVDUHDVRQĥLQWURGXFLQJ³EHFDXVH´īWKHVLJQSRVWSRLQWV
WRWKHULJKW Ī7KLVH[SODQDWLRQFRPSHWHVZLWK IRULQVWDQFH
VXSSRVLQJVKHJRHVWRWKHULJKWDWUDQGRP ZLWKRXWQRWLFLQJ
WKHVLJQSRVW RUQRWLFLQJLWEXWQRWXQGHUVWDQGLQJLWī :KDW

VKRZVWKDWVKHJRHVWRWKHULJKWLQUDWLRQDOUHVSRQVHWRWKH
ZD\WKHVLJQSRVWSRLQWVPLJKWEHMXVWWKDWVKHFDQDIWHUZDUGV
DQVZHUWKHTXHVWLRQZK\VKHZHQWWRWKHULJKWħDUHTXHVWIRU
KHUUHDVRQIRUGRLQJWKDWħE\VD\LQJ³7KHUHZDVDVLJQSRVW
SRLQWLQJWRWKHULJKW´ 6KHQHHGQRWKDYHDGYHUWHGWRWKDW
UHDVRQDQGGHFLGHGRQWKDWEDVLVWRJRULJKWĪD S ī
6LPLODUO\ ZKHQZHVD\RIDUDWLRQDOO\HQGRZHGFUHDWXUHWKDWVKHEHĥ
OLHYHVWKDWWKHUHLVD\HOORZOHPRQLQWKHYLFLQLW\EHFDXVHVKHFDQVHHD
\HOORZOHPRQ WKHµEHFDXVH¶KHUHLVDUHDVRQĥLQWURGXFLQJEHFDXVH 7KDW
LVWRVD\ VKHEHOLHYHVWKDWWKHUHLVD\HOORZOHPRQEHIRUHKHULQOLJKWRI
WKHUHDVRQVDYDLODEOHWRKHUFRQVFLRXVQHVVĪQDPHO\ WKDWVKHFDQVHHWKH
OHPRQī %XWEHOLHYLQJLQWKHOLJKWRIVXFKDUHDVRQLVQRWLQIHUHQWLDO 6KH
EHOLHYHV VLPSO\ EHFDXVHVKHVHHV QRW EHFDXVHVKHEHOLHYHVVKHVHHVDQG
LQIHUVVRPHWKLQJIURPWKDW +HUEHOLHYLQJWKDWWKHUHLVD\HOORZOHPRQ
SUHVHQWLVDUDWLRQDOUHVSRQVHWRKHUVHHLQJDQGWKLVLVPDQLIHVWLQWKH
IDFWWKDWVKHFDQVD\³, FDQVHHWKDWWKHUHLVD\HOORZOHPRQSUHVHQW´LQ
UHVSRQVHWRDUHTXHVWIRUKHUUHDVRQIRUEHOLHYLQJWKDWWKHUHLVD\HOORZ
OHPRQSUHVHQW $QGRIFRXUVHµRQHEHOLHYHVZKDWRQHVD\VZKHQRQHFLWHV
DSHUFHSWXDOVWDWHLQRɱHULQJDMXVWL¿FDWLRQ EXWLWZRXOGEHDFRQIXVLRQ
WRLQIHUWKDWWKHZDUUDQWRQHFODLPVWRKDYHLVFRQVWLWXWHGE\WKHEHOLHI
DVRSSRVHGWRWKHSHUFHSWXDOVWDWH¶ĪD S ī
0F'RZHOOWKLQNVWKDWIRUWKHVHµEHFDXVH¶H[SODQDWLRQVWREHJHQXLQH
PDQLIHVWDWLRQV RI  UDWLRQDO  UHVSRQVLYHQHVV  WR  UHDVRQV DV  VXFK H[SHULĥ
HQFHħZKLFKLVZKDWRQHUHSRUWVRQ DQGRɱHUVDVRQH¶VUHDVRQ LQVXFK
H[SODQDWLRQVħPXVW EHFRQFHSWXDO ,WPXVWLWVHOIEHDQDFWXDOL]DWLRQ
RIRQH¶VFDSDFLW\IRUUDWLRQDOLW\ DQGLWLVSUHFLVHO\WKDW RQ0F'RZHOO¶V
YLHZ EHFDXVHLWLQYROYHVWKHDFWXDOL]DWLRQRIFRQFHSWXDOFDSDFLWLHV
)RU0F'RZHOO RɱHULQJDUDWLRQDOH[SODQDWLRQIRURQH¶VNQRZOHGJHĥ
DEOHSHUFHSWXDOEHOLHIĪLQWHUPVRIFLWLQJRQH¶VSHUFHSWXDOVWDWHīLVRQH
ZD\WR PDQLIHVW WKHIDFWWKDWRQH¶VSHUFHSWXDOEHOLHILVDUDWLRQDOUHVSRQVH
WRWKHUHDVRQVRQH¶VSHUFHSWXDOVWDWHFRQVWLWXWHV +HGRHVQ¶WWKLQNWKDW
RɱHULQJĪRUHYHQWKLQNLQJWKURXJKīVXFKDQH[SODQDWLRQLV UHTXLUHG IRU
RQH¶VEHOLHYLQJWREHUDWLRQDO Ī7KLVZRXOGEHMXVWDVSUREOHPDWLFDVWKH
VRUWRIUHDVRQLQJYLHZPHQWLRQHGDERYHī +HGRHVWKLQN WKRXJK WKDW
EHLQJDEOHWRRɲHU VXFKDUDWLRQDOH[SODQDWLRQLVDUHTXLUHPHQWRQRQH¶VSHUĥ

FHSWXDOEHOLHIFRXQWLQJDVNQRZOHGJHĪDQGVR RQRQH¶VEHOLHIKDYLQJEHHQ
IRUPHGLQDUDWLRQDOZD\ī 7KLVOLQNVXSWRDQDQDVSHFWRIWKH6HOODUVLDQ
FRQFHSWLRQRINQRZOHGJHZKLFKZHKDYHQ¶W\HWFRQVLGHUHG 6HOODUVĪī
VD\V
«LQFKDUDFWHUL]LQJDQHSLVRGHRUDVWDWHDVWKDWRI NQRZLQJ«
ZHDUHSODFLQJLWLQWKHORJLFDOVSDFHRIUHDVRQV RI MXVWLI\LQJ
DQGEHLQJDEOHWRMXVWLI\ ZKDWRQHVD\V Ī S ī
7KHELW, KDYHKLJKOLJKWHGDWWKHHQGLVZKDWZHKDYH\HWWRFRQVLGHU 0Fĥ
'RZHOOKROGVWKDWLIRQHNQRZVWKDW p RQHPXVWEHDEOHWRRɱHUDUDWLRQDO
H[SODQDWLRQRIRQH¶VEHOLHIWKDW p ĪDQGLQWKDWVHQVHEHDEOHWRMXVWLI\RQH¶V
EHOLHIī ,QWKHFDVHZHKDYHEHHQFRQVLGHULQJ VXFKDH[SODQDWLRQPLJKW
EHDVVWUDLJKWIRUZDUGDV ³, EHOLHYHWKDWWKHUHLVD\HOORZOHPRQWKHUHEHĥ
FDXVH, VHHRQH´ )RUFDVHVVXFKDVWKHRQHZHDUHFRQVLGHULQJ WKHQ WKH
UHTXLUHPHQWLV QRW WKDWRQHPXVWEHDEOHFRQVWUXFWDQ DUJXPHQW ZLWKµ, VHH
WKHOHPRQ¶DVDSUHPLVHĪRUZLWKµ, VHHPWRVHHDOHPRQ¶DVDSUHPLVHī
ZKLFK ZLWKDGGLWLRQDOSUHPLVHV JHWRQHWRWKHFRQFOXVLRQ µWKHUHLVD
\HOORZOHPRQWKHUH¶ 2QHPD\EHDEOHWRHQJDJHLQVXFKUHDVRQLQJ DQG
LWPLJKWEHWKDWWKHFDSDFLW\WRHQJDJHLQVXFKUHDVRQLQJLVUHTXLUHGWR
FRXQWDVEHLQJUDWLRQDO %XWUHODWLYHWRZKDWLVUHTXLUHGE\ZD\RIEHĥ
LQJDEOHWRMXVWLI\DEHOLHIWKDWWKHUHLVD\HOORZOHPRQWKHUH WKHPRUH
VLPSOH ³, FDQVHHLW´LVDOORQHQHHGVWREHDEOHWRRɱHU Ī6R WRPHHW
WKHUHTXLUHPHQWLQFDVHVRISHUFHSWXDONQRZOHGJHGRHVQ¶WUHTXLUHPXFK
VRSKLVWLFDWLRQ IRULQVWDQFH LWGRHVQ¶WUHTXLUHRQHWRKDYHD VRSKLVWLFDWHG
LGHDRIZKDWRQHLVGRLQJLQFLWLQJRQH¶VSHUFHSWXDOVWDWHDVDUHDVRQZKLFK
RQHPLJKWKDYHE\HPSOR\LQJWKHVRUWVRIFRQFHSWVWKDWHSLVWHPRORJLVWV
HPSOR\LQ WKHRUL]LQJ DERXWUHDVRQVDQGMXVWL¿FDWLRQī
7KDW0F'RZHOOKROGVWRWKLVEHLQJĥDEOHĥWRĥMXVWLI\UHTXLUHPHQW IRU
SHUFHSWXDONQRZOHGJH FRPHVRXWLQKLVUHSO\WR %UDQGRPĪī
%UDQGRPZULWHV  Īī ³$ IXQGDPHQWDO  SRLQW RQ ZKLFK
EURDGO\ H[WHUQDOLVW DSSURDFKHVWRHSLVWHPRORJ\DUHFOHDUO\
ULJKWLVWKDWRQHFDQ EH MXVWL¿HGZLWKRXWEHLQJ DEOH WRMXVWLI\
7KDW  LV RQH FDQ KDYH  WKH  VWDQGLQJ RI EHLQJ HQWLWOHG WR D
FRPPLWPHQWZLWKRXWKDYLQJWR LQKHULW WKDWHQWLWOHPHQWIURP
RWKHU FRPPLWPHQWVLQIHUHQWLDOO\UHODWHGWRLWDVUHDVRQV´ ,I

RQH¶V MXVWL¿FDWLRQIRU³7KHUH¶V DFDQGOHLQIURQWRIPH´LV
WKDWRQHVHHVWKDWWKHUHLVDFDQGOHLQIURQWRIRQHĪWKDWWKH
SUHVHQFHRI D FDQGOH  LQ  IURQW RI RQHPDNHV  LWVHOI YLVXDOO\
DSSDUHQWWRRQHī RQH¶VHQWLWOHPHQWLV«QRWLQKHULWHGIURPD
FRPPLWPHQWWR³, VHHWKDWWKHUH¶VDFDQGOHLQIURQWRIPH´
Ĭ7KLVLVWKHSRLQWZHKDYHMXVWEHHQFRQVLGHULQJDERXWKRZ
IRU0F'RZHOOSHUFHSWXDONQRZOHGJHLVQRWLQIHUHQWLDOĭ %XW
WKDWLVQRWWRVD\LQRWKHUZRUGVħ%UDQGRP¶V³7KDWLV´ħWKDW
RQHFDQEHMXVWL¿HGZLWKRXWEHLQJDEOHWRMXVWLI\«7KHFDVH
LV RQH  LQ ZKLFK RQH  LV  DEOH  WR  MXVWLI\ WR  YLQGLFDWH RQH¶V
HQWLWOHPHQW SUHFLVHO\E\VD\LQJ³, VHHWKDWWKHUH¶VDFDQGOHLQ
IURQWRIPH´ Ī S ī
7KHEHLQJĥDEOHĥWRĥMXVWLI\FRPPLWPHQWRI0F'RZHOO¶VPHDQVWKDWKH
LVFRPPLWWHGWRDIRUPRIHSLVWHPRORJLFDOLQWHUQDOLVP 0F'RZHOOLVFOHDU
DERXWWKLVLQWKHIROORZLQJSDVVDJH
7KHFRQFHSWLRQRINQRZOHGJH6HOODUVH[SUHVVHVĬDQGZKLFK
0F'RZHOOHQGRUVHVĭLQWKHUHPDUN, EHJDQZLWKĬWKDWLV WKH
UHPDUNDERXWNQRZOHGJHEHLQJDVWDQGLQJLQWKHVSDFHRIUHDĥ
VRQVĭLVHSLVWHPRORJLFDOO\ LQWHUQDOLVW LQWKLVVHQVH WKHZDUUDQW
ĬLH UHDVRQVĭE\YLUWXHRIZKLFKRIZKLFKDEHOLHIFRXQWVDV
NQRZOHGJHDEOHLVDFFHVVLEOHWRWKHNQRZHU LWLVDWOHDVWSRĥ
WHQWLDOO\NQRZQE\KHU 6RPHRQHZKRKDVDELWRINQRZOHGJH
RIWKHUHOHYDQWVRUWLVVHOIĥFRQVFLRXVDERXWWKHFUHGHQWLDOVRI
KHUNQRZOHGJH $V6HOODUVSXWVLW VKHRFFXSLHVDSRVLWLRQLQ
WKHVSDFHRIEHLQJDEOHWRMXVWLI\ZKDWRQHVD\VĪD S ī
:KHQRQHNQRZVWKDW p RQWKHEDVLVRIYLVXDOSHUFHSWLRQ WKHMXVWL¿FDĥ
WLRQDOEDVLVRIRQH¶VNQRZOHGJHPXVWEHDFFHVVLEOHWRRQH 7KDWLV WKH
FRQFOXVLYHUHDVRQVZKLFKFRQVWLWXWHRQH¶VZDUUDQWRUHQWLWOHPHQWWREHĥ
OLHYHDVRQHGRHVPXVWEHDFFHVVLEOHWRRQH 6XFKUHDVRQVPXVWEHDFFHVVLĥ
EOHWRRQHLQVXFKDZD\WKDWRQHFRXOGH[SORLWWKRVHUHDVRQVLQMXVWLI\LQJ
RQH¶VEHOLHIV Ī:KLFK DVQRWHGDERYH QHHGQRWEHDPDWWHURIEHLQJDEOH
WRFRQVWUXFWDQHODERUDWHLQIHUHQFH EXWMXVWEHLQJDEOHWRRɱHUDUDWLRQDO
H[SODQDWLRQRIRQH¶VSHUFHSWXDOEHOLHIE\FLWLQJRQH¶VSHUFHSWXDOVWDWHī
7KLV , WDNHLW LVZRUWKFDOOLQJµLQWHUQDOLVW¶ LQOLQHZLWKKRZWKDWH[ĥ
SUHVVLRQLVW\SLFDOO\XVHGLQWKLVFRQWH[W LIZHDGGWKDWVXFKUHDVRQVPXVW

EH UHÁHFWLYHO\ DFFHVVLEOHWRRQHĪWKDWLV SRWHQWLDOO\NQRZQE\RQHWKURXJK
DSULRUL UHÀHFWLRQī $QG, WDNHLWWKDWWKLVLVZKDW0F'RZHOOLQWHQGV IRU
DVKHVD\VHOVHZKHUHµZHORVHWKHSRLQWRIWKHVSDFHRIUHDVRQVLIZHDOORZ
VRPHRQHWRSRVVHVVDMXVWL¿FDWLRQHYHQLILWLVRXWVLGHKLVUHÀHFWLYHUHDFK¶
Ī S  IQ ī 6R0F'RZHOOHQGRUVHVDQDFURVVWKHERDUGIRUP
RIDFFHVVLQWHUQDOLVP KHWKXVHQGRUVHVDQDFFHVVLQWHUQDOLVWDFFRXQWRI
YLVXDOO\EDVHGNQRZOHGJH
0F'RZHOODOVRFRXQWVDVDQLQWHUQDOLVW DERXWYLVXDOO\EDVHGNQRZOĥ
HGJH RQDQRWKHUQRWLRQRILQWHUQDOLVPZKLFKZH¿QGLQWKHHSLVWHPRORJĥ
LFDOOLWHUDWXUH Ī)RUDKHOSIXOGLVFXVVLRQRIWKHGLɱHUHQWIRUPVRILQWHUQDOĥ
LVPDQGH[WHUQDOLVPLQHSLVWHPRORJ\VHH 3U\RUĪīī 2QWKLVQRWLRQ
LQWHUQDOLVPLVWKHYLHZWKDWDSHUVRQ¶VEHOLHIVDUHMXVWL¿HGRQO\
E\WKLQJVWKDWDUHLQWHUQDOWRWKHSHUVRQ¶VPHQWDOOLIH :HVKDOO
FDOOWKLVYHUVLRQRILQWHUQDOLVP³PHQWDOLVP´ $ PHQWDOLVWWKHĥ
RU\PD\DVVHUWWKDWMXVWL¿FDWLRQLVGHWHUPLQHGHQWLUHO\E\RFĥ
FXUUHQWPHQWDOIDFWRUVRUE\GLVSRVLWLRQDORQHVDVZHOO $V
ORQJDVWKHWKLQJVWKDWDUHVDLGWRFRQWULEXWHWRWKHMXVWL¿FDĥ
WLRQDUHLQWKHSHUVRQ¶VPLQG WKHYLHZTXDOL¿HVDVDYHUVLRQ
RIPHQWDOLVPĪ)HOGPDQDQG&RQHHĪī S ī
0F'RZHOOFRXQWVDVDQLQWHUQDOLVWLQWKHµPHQWDOLVWLF¶VHQVHVLQFHIRUKLP
WKHUHDVRQVZHKDYHZKLFKKHOSFRQVWLWXWHYLVXDOO\EDVHGNQRZOHGJHDUH
FRQ¿QHGWRRXUPHQWDOVWDWHV 7KH\DUHVWDWHVRI VHHLQJ
0F'RZHOOLDQPHQWDOLVP DVZHPLJKWFDOOLW LV DGPLWWHGO\ VOLJKWO\
GLɱHUHQWWRWKHVRUWRIPHQWDOLVPZHRIWHQ¿QGLQWKHHSLVWHPRORJLFDO
OLWHUDWXUH )RURIWHQPHQWDOLVPLVFRPELQHGZLWKWKHIROORZLQJFODLP
µS ¶VHSLVWHPLFMXVWL¿FDWLRQIRUEHOLHYLQJWKDW p LVFRQVWLWXWHGVROHO\E\
SURSHUWLHVWKDW S KDVLQFRPPRQZLWKKHUUHFHQWO\HQYDWWHGSK\VLFDO
GXSOLFDWH¶Ī1HWDDQG3ULWFKDUGĪī S ī %XW0F'RZHOOGRHVQ¶W
DFFHSWWKLVDGGLWLRQDOFODLP 7KHPHQWDOVWDWHVZKLFKMXVWLI\RQ0F'RZĥ
HOO¶VSLFWXUHDUHIDFWLYHPHQWDOVWDWHVĪVWDWHVRIVHHLQJī DQGWKHVHDUHQ¶W
VKDUHGZLWKHQYDWWHGSK\VLFDOGXSOLFDWHV 6XSSRVH, VHHDOHPRQ DQGZH
XQGHUVWDQGP\H[SHULHQFHLQWHUPVRI0F'RZHOO¶VIDFWLQYROYLQJYLHZRI
VHHLQJ VXSSRVHIRULQVWDQFHLWLQYROYHVWKHYLVXDOPDQLIHVWDWLRQRIWKH
IDFWWKDWWKHUHLVD\HOORZOHPRQSUHVHQW 7KHSURSHUW\, KDYHRIKDYLQJ
WKDWW\SHRIH[SHULHQFHLVQRWVKDUHGE\P\UHFHQWO\HQYDWWHGGXSOLFDWH

,WPLJKW VHHP WRDEUDLQLQDYDWDVLIWKHUHLV\HOORZOHPRQSUHVHQW %XW
WKHEUDLQLQDYDWLVLQDYDWZRUOG WKHUHDUHQROHPRQV 6RLWFDQ¶WKDYH
DQH[SHULHQFHLQZKLFKWKHIDFWWKDWWKHUHLVD\HOORZOHPRQSUHVHQWLV
PDQLIHVWWRLW
1RZLV  WKH WLPHWR GLVFXVV  LQ PRUHGHWDLO ZKDW UHDVRQV DUH RQ 0Fĥ
'RZHOO¶VSLFWXUHRIWKHUHDVRQVZHKDYHIRUYLVXDOO\EDVHGEHOLHIV Ī)RU
KHOSIXOGLVFXVVLRQRQWKHRQWRORJ\RIUHDVRQV VHH 6WDPSHĪī 5D]
Īī 6FDQORQĪī 'DQF\Īī 3U\RUĪīDQG 7XUULĪīī
:KDW, KDYHVDLGLQHODERUDWLQJ0F'RZHOO¶VSRVLWLRQLPSOLHVWKDWKH
WKLQNVWKDWWKHFRQFOXVLYHUHDVRQVZHKDYHIRURXUYLVXDOSHUFHSWXDOEHĥ
OLHIVDUHPHQWDOVWDWHV VWDWHVRIVHHLQJĪIDFWLQYROYLQJYLVXDOH[SHULHQFHVī
,I, DPLQDPHQWDOVWDWHLQZKLFKWKHIDFWWKDW p LVYLVXDOO\PDQLIHVWWRPH
WKDWPHQWDOVWDWHFDQFRXQWDVDUHDVRQIRUEHOLHYLQJWKDW p )RULW JXDUDQĦ
WHHV WKDW p LVWUXH 7RSXWLWLQD0F'RZHOOLDQZD\ WKHUHLVQRSRVVLELOLW\
FRPSDWLEO\ZLWKVRPHRQH¶VEHLQJLQVXFKDIDFWLYHVWDWH WKDWWKLQJVDUH
QRWDVWKHVWDWHZDUUDQWVRQHLQEHOLHYLQJĪD S ī 7DNHDYLVXDOH[ĥ
SHULHQFHLQZKLFKWKHIDFWWKDWWKHUHLVD\HOORZOHPRQSUHVHQWLVYLVXDOO\
PDQLIHVW 7KHUHLVQRSRVVLELOLW\ FRPSDWLEO\ZLWKPHXQGHUJRLQJVXFK
DQH[SHULHQFH WKDWWKLQJVDUHQRWDVWKHVWDWHZDUUDQWVPHLQEHOLHYLQJ
WKDWLV WKDWLWLVQRWWKHFDVHWKDWWKHUHLVD\HOORZOHPRQSUHVHQW
0F'RZHOO , WDNHLW LVFRPPLWWHGWRZKDWZHPLJKWFDOOD³PHQWDO
VWDWHFRQFHSWLRQ´RIUHDVRQVIRUYLVXDOO\EDVHGEHOLHIV 7KLVVKRXOGJLYH
XVSDXVHIRUWKRXJKW 6LQFHVRPHKDYHLQWHUSUHWHG0F'RZHOODVRɱHULQJ
DTXLWHGLɱHUHQWXQGHUVWDQGLQJRIWKHUHDVRQVZHKDYHIRURXUSHUFHSWXDO
EHOLHIVĪVHH HJ 'DQF\ĪīDQG 5RHVVOHUĪīī )URPWKHDVSHFWVRI
0F'RZHOO¶VYLHZRISHUFHSWLRQZHKLJKOLJKWHGDERYH LWLVWHPSWLQJWR
VXSSRVHWKDW0F'RZHOOLVFRQFHLYLQJRI QRQĦPHQWDO IDFWVDVUHDVRQV +H
VD\VµKRZWKLQJVDUHDQ\ZD\ EHFRPHVDYDLODEOHWRH[HUWWKHUHTXLUHGUDWLRQDO
FRQWURO¶ $QGµ([SHULHQFHHQDEOHV WKHOD\RXWRIUHDOLW\LWVHOI WRH[HUWDUDWLRĥ
QDOLQÀXHQFHRQZKDWDVXEMHFWWKLQNV¶ĪHPSKDVLVHVDGGHGī &RQVLGHUDOVR
VRPHWKLQJWKDW0F'RZHOOVD\VLQKLVUHVSRQVHWR :ULJKWĪī
7KHSRLQWRIWKHLGHDRIH[SHULHQFHLVWKDWLWLVLQH[SHULHQFH
WKDWIDFWVWKHPVHOYHVFRPHWREHDPRQJWKHMXVWL¿HUVDYDLODEOH
WRVXEMHFWV«ĪF S ī

$QGWKHFRQWH[WRIWKLVSDVVDJHPDNHVLWFOHDUWKDWKHUH0F'RZHOOLV
IRFXVLQJRQWKHIDFWVZKLFKDUHWKH FRQWHQWV RIH[SHULHQFHV %XWZKDWHOVH
FRXOGLWEHIRUDQRQĥPHQWDOIDFWWREHDPRQJWKHµMXVWL¿HUV¶DYDLODEOHWR
DVXEMHFWLILWLVQRWIRULWWREHDPRQJWKH UHDVRQV DYDLODEOHWRDVXEMHFW"
7KXVRQWKHIDFHRILW0F'RZHOOHQGRUVHVD³QRQĥPHQWDOIDFWFRQFHSĥ
WLRQ´RIĪNQRZOHGJHJURXQGLQJīUHDVRQVIRUSHUFHSWXDOEHOLHIV +RZHYHU
0F'RZHOOH[SOLFLWO\GHQLHVWKDWWKLVLVKRZKHWKLQNVRIUHDVRQVIRUEHOLHI
DQGH[SOLFLWO\DɷUPVWKDWKHWKLQNVRIUHDVRQVDVPHQWDOVWDWHV Ī7KRXJK
DVZH¶OOVHH KHGRHVQ¶WFOHDUO\GLVWLQJXLVKWKLVIURPWKHLGHDWKDWWKH\DUH
PHQWDO IDFWVī
,QDUHVSRQVHWRDSDSHUE\'DQF\Īī0F'RZHOOĪEīFRQVLGHUV
WKHYLHZWKDWµZKHQRQHIRUPVDEHOLHIRQWKHEDVLVRIWKHNLQGRIH[SHULĥ
HQFHWKDWFRQVWLWXWHVEHLQJSHUFHSWXDOO\RSHQWRDIDFW LWLVWKHIDFWLWVHOI
WKDWLVRQH¶VUHDVRQIRUEHOLHYLQJZKDWRQHGRHV¶ĪS ī $V0F'RZHOO
JRHVRQWRVD\
'DQF\DWWULEXWHVMXVWWKDWFODLPWRPH LQFOXGLQJDGHQLDOWKDW
RQH¶VUHDVRQLVĦZKDWZRXOGEHDGLɱHUHQWIDFWĦWKDWRQH
H[SHULHQFHVWKHIDFWWKDWPDNHVRQH¶VEHOLHIWUXH %XWWKLVLV
VLPSO\ZURQJ :KHQ, EHOLHYH RQWKHEDVLVRIP\YLVXDOH[SHĥ
ULHQFH WKDWWKHUHLVDKXPPLQJELUGDWWKHIHHGHU P\UHDVRQ
IRUEHOLHYLQJWKDWLVSUHFLVHO\WKDW, VHHLWWREHVRĦWKDW,
H[SHULHQFH YLVXDOO\ LWVEHLQJVRĦRUDWOHDVWVHHPWRĪS ī
7KXV0F'RZHOOH[SOLFLWO\GHQLHVWKH³QRQĥPHQWDOIDFWFRQFHSWLRQ´RI
UHDVRQVIRUEHOLHI +HVHHPVKHUHWRHQGRUVH WKRXJK D³PHQWDOIDFWFRQĥ
FHSWLRQ´DVRSSRVHGWRD³PHQWDOVWDWHFRQFHSWLRQ´ &RQVLGHUDOVR
1RWHWKDWRQWKLVSLFWXUHĬ0F'RZHOO¶V YLHZRISHUFHSWXDO
NQRZOHGJHĭLWLVDSHUFHSWXDOVWDWHLWVHOIWKDWZDUUDQWVRQHLQ
DEHOLHIWKDWFRXQWVDVNQRZOHGJHDEOHE\YLUWXHRIKDYLQJVXFK
ZDUUDQW«:KHQRQHNQRZVVRPHWKLQJWREHVRE\YLUWXHRI
VHHLQJLWWREHVR RQH¶VZDUUDQWIRUEHOLHYLQJLWWREHVRLV
WKDWRQHVHHVLWWREHVRħQRWRQH¶VEHOLHYLQJWKDWRQHVHHVLW
WREHVR ZKLFKZRXOGUDLVHWKHTXHVWLRQZKDWZDUUDQWVRQH
LQ WKDW EHOLHI«ĪD S ī

6RIDU LIZHWDNH0F'RZHOO¶VWDONRIµZDUUDQWV¶KHUHWRFDSWXUHZKDWKH
PLJKWDOVRSXWZKHQKHZULWHVHOVHZKHUHLQWHUPVRIµUHDVRQV¶ 0F'RZHOO
LVKHUHMXVWDɷUPLQJWKH³PHQWDOIDFWFRQFHSWLRQ´RIUHDVRQVĪµRQH¶VZDUĥ
UDQWĬUHDVRQĭIRUEHOLHYLQJLWWREHVRLVWKDWRQHVHHVLWWREHVR¶ī %XW
0F'RZHOOFRQWLQXHVDVIROORZV
:KHQDQH[HUFLVHRIDUDWLRQDOSHUFHSWXDOFDSDFLW\SXWVDVXEĥ
MHFWLQDSHUFHSWXDOVWDWHWKDWLVKHUVHHLQJLWWREHVR WKHSHUĥ
FHSWXDOVWDWHWKDWLVKHUVHHLQJLWWREHVRFRPHVZLWKLQWKH
VFRSHRIKHUVHOIĥFRQVFLRXVQHVV VRWKHZDUUDQWLWSURYLGHV
DVWKHSHUFHSWXDOVWDWHLWLV LVDMXVWL¿FDWLRQLQ%XUJH¶VVHQVH
ĬWKDWLV VRPHWKLQJIRUZKLFKDIRUPRIHSLVWHPLFLQWHUQDOLVP
LVWUXHĭ ZDUUDQWWKDWLVDFFHVVLEOHWRWKHZDUUDQWHGLQGLYLGĥ
XDO«ZKDWZDUUDQWVWKHVXEMHFWLQKHUEHOLHIDERXWWKHHQYLĥ
URQPHQWLVWKHSHUFHSWXDOVWDWH QRW«DEHOLHIDERXWWKHSHUĥ
FHSWXDOVWDWH 2IFRXUVHRQHEHOLHYHVZKDWRQHVD\VZKHQRQH
FLWHVDSHUFHSWXDOVWDWHLQRɱHULQJDMXVWL¿FDWLRQ EXWLWZRXOG
EHDFRQIXVLRQWRLQIHUWKDWWKHZDUUDQWRQHFODLPVWRKDYHLV
FRQVWLWXWHGE\WKHEHOLHIDVRSSRVHGWRSHUFHSWXDOVWDWHĪSS
Ħī
,QWKHIROORZXSKHUH0F'RZHOOVZLWFKHVWRWDONDERXWZDUUDQWVĪUHDVRQVī
LQWHUPVRIPHQWDO VWDWHV ĪVHHLQJVīUDWKHUWKDQPHQWDO IDFWV ĪIDFWVDERXW
VHHLQJVī
, WKLQNWKHWHQVLRQKHUHLVPHUHO\DSSDUHQW :KHQRQHVD\V IRULQĥ
VWDQFH ³, EHOLHYHWKDWWKHUHLVD\HOORZOHPRQSUHVHQWEHFDXVH, FDQVHH
WKDWLWLV´ĪRU ³EHFDXVH, FDQVHHWKH\HOORZOHPRQ´ī RQHJLYHVDUHDVRQ
LQWKHVHµEHFDXVH«¶FODXVHV %XWLWLVQRWREYLRXVWKDWZHVKRXOGWKLQN
WKDWWKHUHDVRQLVLGHQWLFDOWRWKHIDFWRQHH[SUHVVHVLQWKHµEHFDXVH«¶
FODXVH DVRSSRVHGWRZKDWWKHIDFWLVDERXWĪLQWKLVFDVH WKHPHQWDOVWDWH
LQTXHVWLRQī ,WFRXOGEHWKDWWKLVZD\RIWDONLQJLVDZD\RIVSHFLI\LQJD
PHQWDOVWDWHĪDVHHLQJīDVDUHDVRQ /HW¶VJUDQWWKLV DQGWDNH0F'RZHOO
WREHFRPPLWWHGWRWKH³PHQWDOVWDWHFRQFHSWLRQ´
,QKLVUHSO\WR'DQF\0F'RZHOOPHQWLRQVEULHÀ\ZK\KHUHMHFWVWKH
³QRQĥPHQWDOIDFWFRQFHSWLRQ´ZKLFK'DQF\WDNHVKLPWRKROG
,I, DPDVNHGWRJLYHP\UHDVRQIRUEHOLHYLQJWKDWWKHUHLVD
KXPPLQJELUGDWWKHIHHGHU LWZRXOGEHDEVXUGWRUHVSRQGE\

VLPSO\UHVWDWLQJZKDW, EHOLHYH DQGWKHDEVXUGLW\LVQRWOHVVĥ
HQHGLILQGRLQJVR, ZRXOGEHVWDWLQJDIDFW ,IP\H[SHULHQFH
LVDFDVHRIVHHLQJKRZWKLQJVDUH WKHIDFWLWVHOIH[HUWVDUDĥ
WLRQDOLQÀXHQFHRQPH EXWRQO\E\EHLQJH[SHULHQFHG DQGD
VKHHUVWDWHPHQWRIWKHIDFWPDNHVQRVHQVHDVDVSHFL¿FDWLRQ
RIP\UHDVRQIRUEHOLHIĪS ī
, WKLQNWKDWWKHUHDUHVRPHLVVXHVZLWKZKDW0F'RZHOOVD\VKHUH 0Fĥ
'RZHOOWKLQNVWKDWLIRQHLVDVNHGWRJLYHWKHLUUHDVRQIRUEHOLHYLQJWKDW
WKHUHLVDKXPPLQJELUGDWWKHIHHGHU LWZRXOGEHDEVXUGWRUHVSRQGVLPĥ
SO\E\VWDWLQJWKDWWKHUHLVDKXPPLQJELUGDWWKHIHHGHU %XWZK\VKRXOG
ZHDFFHSWWKLVFODLP" ,I\RXDVNPHZKDWP\UHDVRQLVIRUEHOLHYLQJWKDW
WKHUHLVDKXPPLQJELUGDWWKHIHHGHUDQG, VD\³, EHOLHYHWKDWEHFDXVH
WKHUH LV DKXPPLQJELUGDWWKHIHHGHU´ RU³, EHOLHYHWKDWEHFDXVHLWLV WUXH´
LWLVMXVWQRWREYLRXVWKDWZKDW, DPVD\LQJLV DEVXUG RUPDNHVQR VHQVH DV
DVSHFL¿FDWLRQRIP\UHDVRQIRUEHOLHI 3HUKDSVWKHUHZLOOEHFRQWH[WVLQ
ZKLFKVXFKDUHVSRQVHLVDEVXUG EXWSHUKDSVWKHUHZLOOEHVRPHFRQWH[WV
LQZKLFKLWLVQRWDEVXUG
$OVR VXSSRVH\RXDVNPHZK\\RX\RXUVHOIVKRXOGEHOLHYHWKDWWKHUH
LVDKXPPLQJELUGDWWKHIHHGHU 6XSSRVH, UHSO\DVIROORZV ³\RXVKRXOG
EHOLHYHLWEHFDXVHWKHUHLVDKXPPLQJELUGDWWKHIHHGHU´RU³\RXVKRXOG
EHOLHYHLWEHFDXVHLWLVWUXH´ ,VWKLVDEVXUG" 1RWWRP\HDUV ,IVRPHĥ
WKLQJLVWUXH WKDWLVDQH[FHOOHQWUHDVRQWREHOLHYHLW $ SURSRQHQWRI
WKH³QRQĥPHQWDOIDFWFRQFHSWLRQ´RIUHDVRQVPLJKWDGGWKHIROORZLQJ ,I
, DQVZHU\RXUTXHVWLRQDVWRZK\\RXVKRXOGEHOLHYHWKDW p E\VD\LQJWKDW
p LVWUXHĪRUE\VD\LQJWKDWLWLVDIDFWWKDW pī WKHQWKDWIDFWFDQEHFRPH
\RXU UHDVRQ EXWRQO\LI\RXDUHHQWLWOHGWRWUXVWPH 2IFRXUVHZKHWKHU
\RXDUHHQWLWOHGWRWUXVWPHZLOOGHSHQGXSRQYDULRXVRWKHUIDFWRUVZKLFK
, GRQ¶WDVVXUH\RXRILQP\UHVSRQVHWR\RXURULJLQDOTXHVWLRQ %XWWKDW
GRHVQ¶WPHDQWKDWP\UHVSRQVHWR\RXURULJLQDOTXHVWLRQZDVQ¶WSHUIHFWO\
OHJLWLPDWHĪDSHUIHFWO\OHJLWLPDWHPRYHLQWKHJDPHRIJLYLQJDQGDVNLQJ
IRUUHDVRQVī
/HW¶VUHWXUQWRWKHRULJLQDOTXHVWLRQ \RXDVNPHZKDW P\ UHDVRQLVIRU
EHOLHYLQJWKDWWKHUHLVDKXPPLQJELUGRQWKHIHHGHU :HFDQDGPLWWKDW
RQRQHLQWHUSUHWDWLRQRI\RXUTXHVWLRQWKHUHVSRQVH, PHQWLRQHGDERYH
Ī³EHFDXVHLWLVWUXH´īZLOOQRWEHDWDOO KHOSIXOħLWZLOOPLVVWKHSRLQWRI

WKHTXHVWLRQ ,I WKDWLV \RXDUHDVNLQJIRUWKHUHDVRQ ZK\ , EHOLHYHWKDW
WKHUHLVDKXPPLQJELUGDWWKHIHHGHU )RULQDVNLQJ WKDW \RXDUHORRNLQJ
IRUDQH[SODQDWLRQUHJDUGLQJKRZ, JRWWRWKDWEHOLHI KRZ, HQGHGXS
WDNLQJWKDWVWDQFHUHJDUGLQJKRZWKLQJVDUH ,QUHVSRQVHWRWKHTXHVWLRQ
XQGHUVWRRG DVVXFK 0F'RZHOOLVVXUHO\ULJKWWKDWµD VKHHU VWDWHPHQWRIWKH
IDFWPDNHVQRVHQVHDVDVSHFL¿FDWLRQRIP\UHDVRQIRUEHOLHI ¶ĪHPSKDVLV
DGGHGī ,QUHVSRQVHWRDTXHVWLRQOLNHWKDW PHUHO\VWDWLQJWKDWWKHUHLVD
KXPPLQJELUGRQWKHIHHGHUREYLRXVO\GRHVQ¶WDGGUHVVWKHTXHVWLRQ ,WLV
OLNHO\WRSURPSWDQLPSDWLHQWUHSO\ ³%XW ZK\ GR\RXWKLQNWKDW"""´ 7R
DQVZHUWKDWTXHVWLRQ, KDYHWRWHOO\RXKRZ, FDPHWRKROGWKHEHOLHI 6R
, PLJKWVD\ DV0F'RZHOOLQVLVWV , FDQ VHH WKDWWKHUHLVDKXPPLQJELUGRQ
WKHIHHGHU
,ILWLVWKLVNLQGRIWKRXJKWWKDWLVGULYLQJ0F'RZHOO¶VLGHDWKDWLW
ZRXOGEH³DEVXUG´WRVWDWHWKHIDFWLQUHVSRQVHWRDUHTXHVWIRU\RXUUHDĥ
VRQIRUEHOLHYLQJWKDWIDFW WKHQLWVWULNHVPHDV¿QHDVIDUDVLWJRHV EXW
LWGRHVQRWXQGHUPLQHWKHWKRXJKWWKDWVXFKIDFWVFDQEHDPRQJWKHUHDĥ
VRQV IRUZKLFK ZHEHOLHYHDVZHGR 6SHFLI\LQJWKHUHDVRQVIRUZKLFKRQH
EHOLHYHVDVWKH\GRLVDPDWWHURIVSHFLI\LQJWKHFRQVLGHUDWLRQVLQWKHOLJKW
RIZKLFKRQHEHOLHYHVDVRQHGRHV ,QWKHEHVWFDVHVWKHFRQVLGHUDWLRQV
LQWKHOLJKWRIZKLFKRQHEHOLHYHVWKDW p ZLOOEHDPRQJWKHUHDVRQVWKHUH
DUHIRUEHOLHYLQJWKDW p ĪDQG LQWKHYHU\EHVWFDVHV DSURSRQHQWRIWKH
³QRQĥPHQWDOIDFWFRQFHSWLRQ´PLJKWVD\ WKH\ZLOOLQFOXGHWKH IDFW WKDW pī
%XWJLYLQJWKHUHDVRQV ZK\ S EHOLHYHVDVVKHGRHV LQWKHVHQVHRIH[SODLQĥ
LQJKRZ S JRWWRKHUEHOLHI GRHVQ¶WKDYHWRLQYROYHDVSHFL¿FDWLRQRIWKH
UHDVRQVIRUZKLFKVKHEHOLHYHVDVVKHGRHV
+RZHYHU 0F'RZHOOPLJKWUHSO\WRWKLVSRLQWLQWKHIROORZLQJZD\
LQWKHFDVHKHLVLQWHUHVWHGLQ ZKHUHRQH¶VUHVSRQVHWRWKHUHTXHVWIRUD
UHDVRQLVWKDWRQHVHHVWKDWWKHUHLVDKXPPLQJELUGRQWKHIHHGHU RQHLVQ¶W
JLYLQJDQ\ROGH[SODQDWLRQRIRQH¶VEHOLHYLQJDVRQHGRHV 2QHLVJLYLQJD
UDWLRQDOL]LQJ H[SODQDWLRQ 2QH¶VUHVSRQVHVHUYHV ERWK WRH[SODLQRQH¶VURXWH
WRWKHEHOLHI DQGWRH[SODLQKRZWKDWEHOLHILVRQHWRZKLFKWKHEHOLHYHULV
HQWLWOHG ĪLQDZD\DSSURSULDWHIRUNQRZOHGJHī 0F'RZHOOPLJKWVD\ WKHQ
WKDWRQHDGGUHVVHV LQRQH¶VDQVZHU ERWKDTXHVWLRQDERXWWKHUHDVRQZK\
DQGDTXHVWLRQDERXWWKHUHDVRQVIRUZKLFK 7KHUHLV 0F'RZHOOFDQVD\
D³GXDODVSHFW´WRRQH¶VDQVZHULQVRIDUDVLWDGGUHVVHVH[SODQDWRU\DQG
QRUPDWLYHFRQFHUQV

6XSSRVHZHDGPLWWKLV 'RHVLWIRUFHXVWRDFFHSWWKDWWKHIDFWWKDW
RQH¶VVHHLQJWKDWWKHUHLVDKXPPLQJELUGDWWKHIHHGHULVWKHUHDVRQIRU
ZKLFKRQHEHOLHYHVDVRQHGRHV" , GRQ¶WWKLQNVR WKH³QRQĥPHQWDOIDFW
FRQFHSWLRQ´LVQ¶WRXWRIWKHJDPH\HW /HWPHH[SODLQZK\
$ SURSRQHQWRIDQDOWHUQDWLYH³QRQĥPHQWDOIDFWFRQFHSWLRQ´RIĪQRUĥ
PDWLYHīUHDVRQVĪIRUZKLFKīFDQDJUHHZLWKWKHGXDODVSHFWSRLQW 6XFKD
SURSRQHQWFDQVD\WKDWWKHDQVZHUJLYHQLQWHUPVRIVHHLQJWKDWWKHUHLV
DKXPPLQJELUGRQWKHIHHGHU GRHV KDYHDGXDODVSHFW LW¶VMXVWWKDWWKHZH
DUHWRFRQFHLYHRIWKHGXDODVSHFWRIWKHDQVZHUGLɱHUHQWO\WRKRZ0Fĥ
'RZHOOFRQFHLYHVRILW 2QWKHOLQHRIWKRXJKW, DPWU\LQJWRHODERUDWHRQ
0F'RZHOO¶VEHKDOI 0F'RZHOOZRXOGVD\WKDWWKHH[SODQDWLRQKDVDGXDO
DVSHFWLQWKDWRQH¶VVHHLQJWKDWWKHUHLVDKXPPLQJELUGRQWKHIHHGHUFDQ
VHUYHERWKDVWKHUHDVRQZK\RQHEHOLHYHVWKDWWKDWLVVR DQGWKHĪNQRZOĥ
HGJHJURXQGLQJHQWLWOHPHQWFRQVWLWXWLQJīUHDVRQIRUZKLFKRQHEHOLHYHV
WKDWWKDWLVVR %XWDSURSRQHQWRIWKH³QRQĥPHQWDOIDFWFRQFHSWLRQ´FDQ
VD\WKDWLQVD\LQJWKDWWKH\VHHWKDWWKHUHLVDKXPPLQJELUGRQWKHIHHGHU
RQHH[SODLQVZK\WKH\EHOLHYHWKDWWKDWLVVR EXWRQHDOVRVSHDNVWRZK\
RQH¶VEHOLHILVUDWLRQDO IRUZKDWRQHJLYHVE\ZD\RIDQH[SODQDWLRQIRUZK\
RQHEHOLHYHVDVWKH\GRLVVRPHWKLQJZKRVHIXQFWLRQLVħRQ0F'RZHOO¶V
YLHZħWREULQJWKHIDFWWKDWWKHUHLVDKXPPLQJELUGRQWKHIHHGHULQWR
SODLQYLHZ $QGWKLVIDFWħWKH\ZLOODGGħLVDFRQFOXVLYHUHDVRQWREHOLHYH
WKDWWKHUHLVDKXPPLQJELUGRQWKHIHHGHU 7KDWLV RQWKLVDOWHUQDWLYH
ZKDWRQHRɱHUVWRH[SODLQZK\RQHEHOLHYHVDVRQHGRHVLVDVSHFL¿FDWLRQ
RIDVWDWHZKLFKFDQEHWKHVRXUFHRIDEHOLHIĪWKDW¶VRQHDVSHFWRIWKH
DQVZHUī EXWZKLFKDOVRHQDEOHVQRQĥPHQWDOIDFWVWRVHUYHDVWKHUHDVRQV
IRUZKLFKVXEMHFWVEHOLHYHDVWKH\GR %\VSHFLI\LQJWKDW S VHHVWKDW p RQH
LPSOLFDWHVWKHIDFWWKDW p LQDGGUHVVLQJWKHLVVXHRIWKHUDWLRQDOLW\RI S ¶V
EHOLHI
6RKHUHWKHSURSRQHQWRIWKH³QRQĥPHQWDOIDFWFRQFHSWLRQ´LV DJUHHLQJ
ZLWK0F'RZHOOWKDW LQWKLVFRQWH[WZLWKWKHTXHVWLRQXQGHUVWRRGLQWKLV
ZD\ DµVKHHUVWDWHPHQWRIWKHIDFW¶GRHVQ¶WSURYLGHDVDWLVIDFWRU\DQVZHU
:K\" %HFDXVHDVKHHUVWDWHPHQWRIWKHIDFWGRHVQ¶WKDYHWKHGXDODVSHFW
QHHGHGWRDGGUHVVWKHH[SODQDWRU\DQGWKHQRUPDWLYHGLPHQVLRQVRIWKH
TXHVWLRQ 7KH\DUHDOVR DJUHHLQJ ZLWK0F'RZHOOWKDWVSHFLI\LQJLQVWHDG
WKDWRQHLVLQVRPHYLVXDOVWDWHZLWKWKHUHOHYDQWIDFWDVWKHFRQWHQW GRHV
SURYLGHDVDWLVIDFWRU\DQVZHU :K\" %HFDXVHVXFKDVWDWHPHQW GRHV KDYH

WKHQHHGHGGXDODVSHFW %XWWKHSURSRQHQWRIWKH³QRQĥPHQWDOIDFWFRQĥ
FHSWLRQ´LVSRLQWLQJRXWWKDWLWGRHVQ¶WDWDOOIROORZIURPWKLVWKDWWKH
UHOHYDQWQRQĥPHQWDOIDFWLVQRWWKHUHDVRQIRUZKLFKWKHVXEMHFWEHOLHYHV
ĪQRUGRHVLWIROORZWKDWWKHUHOHYDQW PHQWDO VWDWHĪRUIDFWī LV WKHUHDVRQIRU
ZKLFKWKHVXEMHFWEHOLHYHVī 7KHUHLVDQLQWHOOLJLEOHDOWHUQDWLYHVWRU\ %Hĥ
FDXVHWKHPHQWDOIDFWREWDLQVĪRQHVHHVWKDWWKHUHLVDKXPPLQJELUGDWWKH
IHHGHUīWKHUHOHYDQWQRQĥPHQWDOIDFWĪWKHKXPPLQJELUGLVDWWKHIHHGHUī
FDQEHWKHUHDVRQIRUZKLFKWKHVXEMHFWEHOLHYHVWKDWWKHKXPPLQJELUGLV
DWWKHIHHGHU
7KLVDOWHUQDWLYHVWRU\UHMHFWVPHQWDOLVWLFLQWHUQDOLVP 1RQĥPHQWDO
IDFWVDUHDPRQJWKHUHDVRQVZKLFK MXVWLI\RXUEHOLHIV %XWLW UHWDLQV
VRPHWKLQJ RIWKHDFFHVVLQWHUQDOLVPVWUDQGRI0F'RZHOO¶VSRVLWLRQ 2QH
GRHVKDYH DFFHVV WRRQH¶V UHDVRQV DVWKH\RQO\FRXQWDVRQH¶VUHDVRQV
E\EHLQJLQWKHVFRSHRIRQH¶VSHUFHSWXDOFRQVFLRXVQHVV ,QVRIDUDVWKH
OD\RXWRIRQH¶VSHUFHSWXDOFRQVFLRXVQHVVLVUHÀHFWLYHO\DFFHVVLEOHWRRQH
ZHPLJKWHYHQVXSSRVHWKDWVXFKUHDVRQVDUHZLWKLQRQH¶V UHÁHFWLYH UHDFK
ĪLQDVHQVHī $QGZHFDQDOVRVXSSRVHWKDWVXFKUHDVRQVDUHDFFHVVLEOHWR
RQHLQVXFKDZD\WKDWRQHFDQDSSHDOWRWKHPLQMXVWLI\LQJRQH¶VEHOLHI
$V0F'RZHOOLQVLVWV HQGRUVLQJWKH6HOODUVLDQFRQFHSWLRQRINQRZOHGJH
UHTXLUHVXVWRDGPLWWKDWNQRZLQJWKDW p UHTXLUHVRQHWREH DEOH WRMXVWLI\
RQH¶VEHOLHIWKDW p LQWHUPVRIZKDWZDUUDQWVRQH¶VEHOLHI 7KLVFDQEH
LQFRUSRUDWHGE\DSURSRQHQWRIWKH³QRQĥPHQWDOIDFWFRQFHSWLRQ´RIWKH
UHDVRQVZHKDYHLQYLUWXHRIVHHLQJ Ī7KHDELOLW\LVPDQLIHVWZKHQRQH
H[SODLQVRQH¶VEHOLHILQWKHZD\,¶YHEHHQGHVFULELQJRYHUWKHODVWWZR
SDUDJUDSKVī
, DPQRW  WU\LQJ  WR  DUJXH  IRU  D  ³QRQĥPHQWDO  IDFW  FRQFHSWLRQ´ RI
UHDVRQV , DPMXVWWU\LQJWRVXJJHVWWKDWWKHUHDUHLVVXHVIRU0F'RZHOO¶V
DWWHPSWHGXQGHUPLQLQJRILW $QGLWVWULNHVPHWKDWWKH³QRQĥPHQWDOIDFW
FRQFHSWLRQ´ DV,¶YHVSHOOHGLWRXW ¿WVLQWKH0F'RZHOOLDQIUDPHZRUN
PRUHRUOHVVFRPIRUWDEO\ Ī:KLFKLVZK\LWLVQRWWRRVXUSULVLQJWKDW
'DQF\DQGRWKHUVWDNHLWWREH0F'RZHOO¶VRZQYLHZī ,WVHHPV WKHQ
WKDW ZH  FDQ GLVWLQJXLVK  WZR 0F'RZHOOLDQ 5HDVRQV $QVZHUV  WR  WKH
TXHVWLRQ RI  H[SODQDWLRQ Īī  DQ  DQVZHU ZKLFK GUDZV RQ 0F'RZHOO¶V
RɷFLDO³PHQWDOVWDWHFRQFHSWLRQ´RIWKHUHDVRQVFRQVWLWXWHGE\VHHLQJ
ĪDV0F'RZHOOXQGHUVWDQGVVHHLQJī DQGĪīDQDQVZHUZKLFKGUDZVRQ
WKH³QRQĥPHQWDOIDFWFRQFHSWLRQ´RIWKHUHDVRQVFRQVWLWXWHGE\ĪWKDWLV

SURYLGHGE\īVHHLQJĪDV0F'RZHOOXQGHUVWDQGVVHHLQJī
,Q  WKLV  VHFWLRQ  ,¶YH  DGGUHVVHG  WKHVH TXHVWLRQV  UHJDUGHG 0F'RZHOO¶V
YLHZRIYLVXDOO\EDVHGNQRZOHGJH
ĪDī 'RHV0F'RZHOO¶V6HOODUVLDQFRQFHSWLRQRIYLVXDOO\EDVHGNQRZOHGJH
DVDVWDQGLQJLQWKHVSDFHRIUHDVRQVUHTXLUHVXFKNQRZOHGJHWRLQĥ
YROYHUHDVRQLQJ"
ĪEī :KDW¶VLQYROYHGLQKDYLQJUHDVRQVIRUYLVXDOO\EDVHGNQRZOHGJH"
ĪFī :KDWDUHUHDVRQVIRUYLVXDOO\EDVHGEHOLHIV"
7KHDQVZHUWRĪīLVµQR¶ 0DNLQJWKLVFOHDUFRQVWLWXWHVDSDUWLDOGHIHQFH
RIVRPHRI0F'RZHOO¶VIUDPHZRUNĪQDPHO\ WKHUHDVRQVFRQGLWLRQ LQLWV
H[SDQGHGIRUPī 6LQFHLI0F'RZHOO¶VSRVLWLRQLPSOLHGDSRVLWLYHDQVZHU
WRĪīLWZRXOGEHLPSODXVLEOH 9LVXDONQRZOHGJHGRHVQ¶WLQYROYHUHDVRQĥ
LQJ 7KHLQWHUQDOLVWDVSHFWRI0F'RZHOO¶VWKLQNLQJKHOSVXVDQVZHUWR
Īī 7KHUHDVRQV0F'RZHOOWKLQNVZHKDYHIRUYLVXDOO\EDVHGEHOLHIVDUH
ĪIDFWLQYROYLQJīYLVXDOVWDWHVWKHPVHOYHV 2QHSDUWRIZKDWLWLVWRKDYH
VXFKUHDVRQVLVWREHLQVXFKVWDWHV %XWDQRWKHUDVSHFWRILWLVWKDWRQH
KDVUHÀHFWLYHDFFHVVWRVXFKVWDWHVV )LQDOO\ LQUHVSRQVHWRĪī , VKRZHG
WKDW0F'RZHOOGRHVLQGHHGKROGD³PHQWDOVWDWHFRQFHSWLRQ´RIWKHUHDĥ
VRQVZHKDYHIRUYLVXDOO\EDVHGNQRZOHGJH %XW, DOVRQRWHGWKDWLWLVQRW
REYLRXVZK\WKLVLVSUHIHUDEOHWRD³QRQĥPHQWDOIDFWFRQFHSWLRQ´ ZKLFK
LVQRWRQO\VXJJHVWHGE\VRPHRI0F'RZHOO¶VUHPDUNV EXWVHHPVWR¿W
UHDVRQDEO\ZHOOLQWR0F'RZHOO¶VIUDPHZRUN
2QHZD\LQZKLFK0F'RZHOO¶VYLHZLVTXHVWLRQDEOHLVWKDWLWFDQRQO\
DSSO\WRNQRZOHGJHDVHQMR\HGE\PDWXUHKXPDQVĪFUHDWXUHVZLWKHQRXJK
UDWLRQDOLW\WREH DEOH WRMXVWLI\WKHLUEHOLHIVī 0F'RZHOOLVDZDUHRIWKLV
DQGHQGRUVHVWKHUHVWULFWLRQ %XWVRPHWKLQNWKDWZKHQLWFRPHVWR SHUFHSĦ
WXDO NQRZOHGJHZHVKRXOGEHDEOHWRJLYHWKHVDPHHSLVWHPRORJLFDOVWRU\
DFURVVWKHERDUGĪVHH HJ %XUJHĪīī 0F'RZHOOLQVLVWVWKDWWKHUHDUH
GLɱHUHQWVSHFLHVRINQRZOHGJHĪMXVWOLNHZLWKSHUFHSWLRQī 6RPHNQRZOĥ
HGJH ZKLFKKLVDFFRXQWDSSOLHVWR LVUDWLRQDOLW\DWZRUN 2WKHUNQRZOĥ
HGJHĪQRQĥKXPDQDQLPDONQRZOHGJHīLVQRWWKDWĪVHH0F'RZHOOĪDEīī
,WLVQRWREYLRXVWKDW0F'RZHOOLVFRUUHFWDERXWWKLVĪLWLVRQHWKLQJWR
VD\WKDWWKHUHLVORJLFDOVSDFHIRUGLVWLQJXLVKLQJVSHFLHVRINQRZOHGJHOLNH

WKLV EXWZK\ VKRXOG ZH"ī EXWWKHQLWLVQRWREYLRXVWKDWWKHDOWHUQDWLYHLV
FRUUHFWHLWKHU 7KLVLVDPXUN\LVVXH )RUWKHVDNHRIGLVFXVVLRQ,¶OOJUDQW
0F'RZHOOKLVDVVXPSWLRQ DQGFRQWLQXHZLWKDUHVWULFWLRQWRPDWXUHKXĥ
PDQNQRZOHGJH 7KXVD0F'RZHOOLDQ5HDVRQV$QVZHUDSSOLHVMXVWWR
YLVXDONQRZOHGJHħDQGYLVXDOSHUFHSWLRQħDVLWLVHQMR\HGE\PDWXUHKXĥ
PDQV
, WXUQQRZWRGLVFXVVWKHµFRQFOXVLYHUHDVRQV¶HOHPHQWRI0F'RZHOO¶V
YLHZ , ZDQWWRDVNWKHIRXUWKRIWKHTXHVWLRQVLGHQWL¿HGDERYH
ĪGī ,VWKHLGHDWKDWYLVXDONQRZOHGJHUHTXLUHV FRQFOXVLYH UHDVRQVGHIHQĥ
VLEOH"
 6HHLQJDQG&RQFOXVLYH5HDVRQV
$VZH¶YHVHHQ0F'RZHOO  WKLQNVWKDW  IDFW  LQYROYLQJYLVXDO SHUFHSWXDO
VWDWHVZLWKWKHFRQWHQW p JLYHRQHFRQFOXVLYHUHDVRQVWREHOLHYHWKDW p
7KH\FRQVWLWXWHVXFKUHDVRQV 7KH\DUHFRQFOXVLYHUHDVRQVLQWKDWWKH\
JXDUDQWHHWKHWUXWKRI p 0F'RZHOODOVRFDOOVVXFKUHDVRQVµLQGHIHDVLĥ
EOH¶ +HVD\V WKHZDUUDQWIRUEHOLHIVWKDWVXFKYLVXDOSHUFHSWXDOVWDWHV
SURYLGHµLVLQGHIHDVLEOH LW FDQQRW EHXQGHUPLQHG¶ĪD S ī ,WVHHPV
WKDWWKHLGHDWKDWVHHLQJVFRQVWLWXWH FRQFOXVLYH UHDVRQVLVRQHZD\WKDW
0F'RZHOOFRXOGDFFRXQWIRUWKHIDFW QRWHGLQWKHSUHYLRXV&KDSWHU
WKDW VRPHYLVXDO SHUFHSWXDO H[SODQDWLRQV RI NQRZOHGJHDUH H[HPSODU\
%XW0F'RZHOOWKLQNVWKDWWKHUHLVDPLVWDNHQZD\RIWKLQNLQJµSHUYDVLYH
LQHSLVWHPRORJ\¶ZKLFKUHFRPPHQGVWKHUHMHFWLRQRIWKLVVWUDQGLQKLV
WKLQNLQJ +H¿QGVWKLVLQ IRULQVWDQFH %XUJHĪī +HSXWVWKHLGHDDV
IROORZV
,WLVW\SLFDOIRUGLVFXVVLRQVRIWKHHSLVWHPRORJ\RISHUFHSĥ
WXDONQRZOHGJHWREHJLQZLWKWKHDVVXPSWLRQ, KDYHIRXQGLQ
%XUJH WKDWH[SHULHQFHLWVHOIFDQQRWSURYLGHEHWWHUWKDQLQĥ
FRQFOXVLYHZDUUDQWIRUEHOLHI 2IWHQWKLVLVTXLFNO\WDNHQIRU
JUDQWHG %XWLIDJURXQGLVRɱHUHG LWLVW\SLFDOO\VRPHWKLQJ
RQWKHOLQHVRI%XUJH¶VDSSHDOWRWKHIDOOLELOLW\RIDOORXUSHUĥ
FHSWXDOFDSDFLWLHVĪS ī
0F'RZHOOLQVLVWVWKDWLWVLPSO\GRHVQ¶WIROORZIURPWKHIDOOLELOLW\RIDSHUĥ
FHSWXDOFDSDFLW\WKDWWKHEHVWLWFDQ HYHU SURYLGHLVLQFRQFOXVLYHZDUUDQW

0F'RZHOOVD\V
&HUWDLQO\%XUJHLVULJKWWKDWDOORXUSHUFHSWXDOFDSDFLWLHVDUH
IDOOLEOH %XWZHFDQDFNQRZOHGJHWKDWDFDSDFLW\LVIDOOLEOH
ZLWKRXWSUHFOXGLQJRXUVHOYHVIURPVD\LQJWKDWZKDWLWLVDFDĥ
SDFLW\WRGRLVWKLV WRJHWLQWRVWDWHVWKDWFRQVLVWLQKDYLQJ
DFHUWDLQIHDWXUHRIWKHREMHFWLYHHQYLURQPHQWSHUFHSWXDOO\
SUHVHQWWRRQH¶VVHOIĥFRQVFLRXVO\UDWLRQDODZDUHQHVV ,IWKDW
LVZKDWDFDSDFLW\LVDFDSDFLW\WRGR WKDWLVZKDWRQHGRHV
LQDQRQĥGHIHFWLYHH[HUFLVHRILW $QG, KDYHXUJHGWKDWLID
SHUFHSWXDOVWDWHFDQEHGHVFULEHGLQWKRVHWHUPV WKHUHLVQR
SRVVLELOLW\ FRPSDWLEO\ZLWKDVXEMHFW¶VEHLQJLQVXFKDVWDWH
WKDWWKLQJVDUHQRWDVVKHZRXOGEHOLHYHWKHPWREHLQWKH
EHOLHIVWKDWWKHVWDWHZRXOGZDUUDQW :KHQZHDFNQRZOHGJH
WKDWDFDSDFLW\LVIDOOLEOH ZHDFNQRZOHGJHWKDWWKHUHFDQEH
H[HUFLVHVRILWWKDWDUHGHIHFWLYH LQWKDWWKH\IDLOWREHFDVHV
RIZKDWWKHFDSDFLW\LVVSHFL¿HGDVDFDSDFLW\WRGR 7KDW
GRHVQRWSUHFOXGHXVIURPKROGLQJWKDWLQQRQĥGHIHFWLYHH[ĥ
HUFLVHVRIDSHUFHSWXDOFDSDFLW\VXEMHFWVJHWLQWRSHUFHSWXDO
VWDWHVWKDWSURYLGH LQGHIHDVLEOH ZDUUDQWIRUSHUFHSWXDOEHOLHIV
ĪSS Ħī
)RULQVWDQFHWKHKXPDQFDSDFLW\IRUFRORXUSHUFHSWLRQLVIDOOLEOH 2QHFDQ
EHOHGDVWUD\LQWKHRSHUDWLRQRIRQH¶VFDSDFLW\WRWHOOZKDWFRORXUVWKLQJV
DUHĪHJ ZKHUHDOHPRQVHHPVWRRQH VD\ WREHUHG ZKHQLWLV\HOORZī
2QHFDQEHIRROHGWKDQNVWRDQH[HUFLVHRIDSHUFHSWXDOFDSDFLW\ DQ\VXFK
FDSDFLW\LVWKXVIDOOLEOH %XW LIRQHLVIRROHGLQDGHIHFWLYHH[HUFLVHRID
FDSDFLW\ DQGVRGRHVQ¶WJHWDFRQFOXVLYHZDUUDQW LWVLPSO\GRHVQ¶WIROORZ
WKDWZKDWRQHKDVLQD QRQĥGHIHFWLYHH[HUFLVHRIWKHVDPHFDSDFLW\ZLOOIDOO
VKRUWRIJLYLQJRQHDFRQFOXVLYHZDUUDQW
6RLWVHHPVWKDWWKHUHLVQRVWUDLJKWIRUZDUGYDOLGPRYHIURPWKHIDOĥ
OLELOLW\RISHUFHSWXDOFDSDFLWLHVWRDQXQGHUPLQLQJRI0F'RZHOO¶VSRLQW
WKDWZHKDYHLQGHIHDVLEOHZDUUDQWVLQFDVHVZKHUHRSHUDWLRQVRISHUFHSĥ
WXDOFDSDFLWLHVDUHQRQĥGHIHFWLYH
6WLOO LV0F'RZHOOULJKWWRWKLQNWKDWLQQRQĥGHIHFWLYHH[HUFLVHVRI
RXUSHUFHSWXDOFDSDFLWLHVħZKHQRQHKDV VD\ DIDFWLQYROYLQJYLVXDOH[ĥ
SHULHQFHħZHDUHLQSRVVHVVLRQRIFRQFOXVLYH LQGHIHDVLEOHZDUUDQWV" 7KLV

DVSHFWRI0F'RZHOO¶VYLHZLVWDUJHWHGIRUFULWLFLVPLQDSDSHUE\ :ULJKW
ĪīĪZKLFKUHVSRQGVWR 0F'RZHOOĪGīī :ULJKWJUDQWV0F'RZHOO
KLVIDFWLQYROYLQJYLHZRIVHHLQJ %XWKHDLPVWRH[SORLWDJDSEHWZHHQ
WKLVDQGKDYLQJDFRQFOXVLYHUHDVRQĪLQGHIHDVLEOHZDUUDQWī :ULJKWVD\V
WKHUHLVDQHYLGHQWJDSEHWZHHQGLUHFWDZDUHQHVVRIDVLWXDWLRQ
LQYLUWXHRIZKLFK P LVWUXHDQGWKHDFTXLVLWLRQRIZDUUDQWIRU
WKHEHOLHIWKDW P HYHQIRURQHVXɷFLHQWO\FRQFHSWXDOO\ VDYY\
WRHQVXUHWKDWWKHGLUHFWDZDUHQHVVSUHVHQWVDVDQDSSHDUDQFH
WKDW P ĪS ī
$QG:ULJKWDWWHPSWVWRMXVWLI\WKHFODLPWKDWWKHUHLVDQµHYLGHQWJDS¶
ZLWKVRPHWKRXJKWH[SHULPHQWVĪ,¶OOFRQVLGHUMXVWRQH EXWZKDW, VD\LQ
UHVSRQVH RQEHKDOIRI0F'RZHOO FDQEHDSSOLHGPXWDWLVPXWDQGLV WRWKH
RWKHUFDVHWRRī :ULJKWVD\V
2QHFRQVLGHUDWLRQZKLFKRSHQVWKHJDSLVYHU\IDPLOLDULQWKH
H[WHUQDOLVWWUDGLWLRQ«'ULYLQJLQ%DUQ)DoDGH&RXQW\ EXW
LQDOOLQQRFHQFHRIWKHORFDOO\GLVWLQFWLYH³OD\RXWRIUHDOLW\´
WKHRQHĥLQĥDĥWKRXVDQGUHDOEDUQFRQIURQWLQJPHDWWKHWXUQ
RIWKHURDGDKHDGPD\GUDZP\SHUFHSWXDODWWHQWLRQ , DP
GLUHFWO\DZDUHRIWKHEDUQ LWVORFDWLRQ WKHFRORXURILWVURRI
LWVDSSUR[LPDWHGLPHQVLRQV DQGVRRQ <HWVFRUHVRIZULWHUV
KDYHVFUXSOHGRYHUWKHVXJJHVWLRQWKDW LQWKHFLUFXPVWDQFHV
, NQRZ WKDWWKHUHLVDEDUQXSWKHURDG RIVXFKĥDQGĥVXFKDSĥ
SUR[LPDWHGLPHQVLRQV DQGZLWKVXFKĥDQGĥVXFKDFRORXURI
URRI :KHWKHUWKH\DUHULJKWWRGRVR DQGLIVRZK\ DUHLVĥ
VXHV 7KHFLUFXPVWDQFHVDUHVXFKDVWRHQFRXUDJHIDOVHMXGJHĥ
PHQWVDERXWWKHWKLQJVRIZKLFK, DPGLUHFWO\DZDUH WKH\DUH
VXFKWKDW, DPPHUHO\OXFN\WREHULJKWLQWKLVLQVWDQFH WKH\
DUHVXFKWKDWP\FODLPLVGHIHDVLEOHE\LPSURYHGLQIRUPDWLRQ
0F'RZHOOGRXEWOHVVKDVSURSRVDOVWRPDNHDERXWWKHSURSHU
KDQGOLQJRIVXFKYHWHUDQH[DPSOHV %XWE\ZULWLQJ«DVLISHUĥ
FHSWXDOXSWDNHZHUH WRXWFRXUW VXɷFLHQWIRUZDUUDQWHGEHOLHI
KHZULWHVDVWKRXJKWKLVLVVXHVWKH\UDLVHGRQRWH[LVW
'LUHFWDZDUHQHVVRIVWDWHVRIDɱDLUVWKDWPDNH P WUXHLV
RQHWKLQJ ZDUUDQWHGEHOLHIWKDW P IRURQHIXOO\DSSULVHGRI
ZKDWLWWDNHVIRU P WREHWUXH LVVRPHWKLQJHOVH ĪS ī

:ULJKWVHHPVWREHVD\LQJWKDWWKHUHDUHĪDUJXDEO\īFDVHV VXFKDV%DUQ
)DoDGHFDVHV LQZKLFKRQHKDVDQH[SHULHQFHLQZKLFKWKHIDFWWKDW p LV
PDQLIHVW \HWLQZKLFKRQHGRHVQ¶WKDYHDZDUUDQWWREHOLHYHWKDW p :H
FDQDGG LIWKDWLVVR WKHQ DIRUWLRUL RQHGRHVQ¶WKDYHD FRQFOXVLYH ZDUUDQW
WREHOLHYHWKDW p $QGVR FRQWUD0F'RZHOO VXFKVWDWHVRIVHHLQJ GRQ·W
DOZD\VFRQVWLWXWHFRQFOXVLYHUHDVRQVIRUEHOLHYLQJFRQWHQWVFRUUHVSRQGLQJ
WRWKHIDFWVWKH\LQYROYH )RULQVWDQFH , VHHWKHEDUQDQGKDYHDYLVXDO
H[SHULHQFHLQZKLFKWKHIDFWWKDWWKHEDUQ¶VURRILVUHGFRPHVLQWRYLHZ
2Q0F'RZHOO¶VYLHZWKDWĪP\VHHLQJīFRQVWLWXWHVDFRQFOXVLYHUHDVRQWR
EHOLHYHWKDWWKHEDUQ¶VURRILVUHG :ULJKWUHMRLQV VXUHO\QRWLIRQHHQMR\V
WKDWH[SHULHQFHĪDVRQHVXUHO\FDQīLQ%DUQ)DoDGH&RXQW\
2QHUHSO\RSHQWR0F'RZHOOKHUHLVWRH[SORLWDGLVWLQFWLRQEHWZHHQ
SURSRVLWLRQDO DQGGR[DVWLF ZDUUDQW  ĪRQWKLV VHH .YDQYLJ DQG0HQ]HO
Īīī )RU:ULJKWVHHPVWRUXQWKHVHWRJHWKHU 2QH¶VVHHLQJWKDWWKH
EDUQ¶VURRI LV UHGĪLQ0F'RZHOO¶V VHQVHRI µVHHLQJWKDW¶ī  LV VRPHWKLQJ
ZKLFKJXDUDQWHHVWKHWUXWKRIWKHFRQWHQW WKHEDUQ·VURRILVUHG 7KHUHLVD
WUXWKĥJXDUDQWHHLQJUHODWLRQEHWZHHQWKHSHUFHSWXDOVWDWHDQGWKHUHOHĥ
YDQWFRQWHQW 7KLVTXDOL¿HVWKHSHUFHSWXDOVWDWHWRVHUYHDVVRPHWKLQJ
ZKLFKSURSRVLWLRQDOO\MXVWL¿HVRUZDUUDQWVDEHOLHILQWKDWFRQWHQW 7KLV
LVZK\WKHSHUFHSWXDOVWDWHLWVHOIFRQVWLWXWHVDUHDVRQ 1RWHWKDWKHUHZH
FDQWDONDERXWDVXEMHFW¶VKDYLQJSURSRVLWLRQDOZDUUDQWHYHQZKHQWKH
VXEMHFWGRHVQ¶WKROGWKHEHOLHI WKHEHOLHIĪFRQWHQWīWKDWWKHEDUQ¶VURRILV
UHGFDQEHĪSURSRVLWLRQDOO\īZDUUDQWHGIRUPHĪLQYLUWXHRIWKHIDFWWKDW,
VHHWKDWWKHEDUQ¶VURRILVUHGīHYHQLI, GRQ¶WEHOLHYHWKDWWKHEDUQ¶VURRI
LVUHG 6XSSRVH, GRIRUPWKHEHOLHI ,QWKDWFDVH, IRUPDEHOLHIIRUZKLFK
, KDYHDSURSRVLWLRQDOZDUUDQW %XWWKDWGRHVQ¶WPHDQWKDWP\ EHOLHYLQJ
WKDWWKHEDUQ¶VURRILVUHGLVZDUUDQWHG +DYLQJSURSRVLWLRQDOZDUUDQW
IRU  D EHOLHI ZKLFK RQH KROGV GRHVQ¶W  HQWDLO KDYLQJ GR[DVWLF ZDUUDQW
0F'RZHOO  LQVLVWV  WKDW YLVXDO SHUFHSWXDO  VWDWHV FRQVWLWXWH RQH¶V EHLQJ
SURSRVLWLRQDOO\ZDUUDQWHG KHGRHVQ¶WKDYHWRLQVLVWWKDWWKH\FRQVWLWXWH
RQH¶VEHLQJGR[DVWLFDOO\ZDUUDQWHG
7KHFRQVLGHUDWLRQVZKLFK:ULJKWH[SORLWVĪDUJXDEO\īVXSSRUWWKHLGHD
WKDWLIRQHEHOLHYHVWKDWWKHEDUQKDVDUHGURRI RQWKHEDVLVRIRQH¶VSHUĥ
FHSWLRQ ZKHQRQHLVLJQRUDQWRIEHLQJLQ%DUQ)DoDGH&RXQW\ RQHZLOO
PRVWOLNHO\IDLOWREHZDUUDQWHGLQEHOLHYLQJWKDWWKHEDUQ¶VURRILVUHG
ĪEHFDXVH HJ VXFKDEHOLHIZRXOGLQYROYHHSLVWHPLFOXFNLQDZD\WKDWLV

LQFRQVLVWHQWZLWKGR[DVWLFZDUUDQWī 7KHUHLVQRWKLQJLQWKLVFODLPWKDW
0F'RZHOOQHHGVWRGHQ\LQFODLPLQJZKDWKHGRHV WKDWYLVXDOVWDWHV
JLYHQWKHLUIDFWLQYROYLQJQDWXUH SURYLGHRQHZLWKFRQFOXVLYH LQGHIHDVLĥ
EOH SURSRVLWLRQDO ZDUUDQWWREHOLHYHWKDWWKHEDUQ¶VURRILVUHG 3HUFHSWXDO
VWDWHVSXWRQHLQH[FHOOHQWSRVLWLRQVWKDWRQHPD\QRWEHDEOHWRH[SORLW
WRRQH¶VHSLVWHPLFDGYDQWDJHLQJLYHQFLUFXPVWDQFHV
%XWZKDWLI LQWKHFDVH:ULJKWGHVFULEHV RQHEHOLHYHVWKDWWKHEDUQ¶V
URRILVUHGRQWKHEDVLVRIRQH¶VFRQFOXVLYHĪSURSRVLWLRQDOīUHDVRQ" Ī2QH¶V
YLVXDOSHUFHSWLRQī (YHQWKHQ0F'RZHOOGRHVQ¶WKDYHWRFODLPWKDWRQH
ZLOOEHGR[DVWLFDOO\ZDUUDQWHGLQEHOLHYLQJWKDWWKHEDUQ¶VURRILVUHG ,W
LVRSHQWR0F'RZHOOWRWKLQNWKDWSHUFHSWXDOVWDWHVFRQWULEXWHWRZDUGV
RQH¶VEHLQJGR[DVWLFDOO\ZDUUDQWHG HYHQWKRXJKWKHUHLVĪKHFDQVXSSRVHī
PXFKPRUHWREHLQJGR[DVWLFDOO\ZDUUDQWHGĪWKDWLV YDULRXVRWKHUFRQGLĥ
WLRQVWKDWQHHGWREHVDWLV¿HGIRUGR[DVWLFZDUUDQWī
2Q0F'RZHOO¶VYLHZ , WDNHLW RQH¶VSURSRVLWLRQDOYLVXDOSHUFHSWXDO
ZDUUDQWLVLQGHIHDVLEOHRUFRQFOXVLYHLQWKLVVHQVH QRWKLQJRQHDGGVE\
ZD\RIFROODWHUDOLQIRUPDWLRQWRWKHLQIRUPDWLRQWKDW, VHHWKDWWKHEDUQ¶V
URRILVUHGZLOOUHVXOWLQDQRYHUDOOVWDWHRILQIRUPDWLRQZKLFKGRHVQ¶W
SURYLGHWUXWKĥJXDUDQWHHLQJSURSRVLWLRQDOVXSSRUWIRUWKHEHOLHIWKDWWKH
EDUQ¶VURRILVUHG 1RWKLQJRQHDGGV WKDWLV ZLOOXQGHUPLQHRUGHIHDWWKH
SURSRVLWLRQDOZDUUDQWSURYLGHGE\WKHSHUFHSWXDOVWDWHĪFRQVLVWHQWO\ZLWK
RQHUHWDLQLQJWKHSHUFHSWXDOVWDWHī )RUVHHLQJWKDWWKHEDUQ¶VURRILVUHG
HQWDLOVWKDWWKHEDUQ¶VURRILVUHG $Q\LQIRUPDWLRQRQHDGGVWRWKLVZLOO
QRWUHVXOWLQDQRYHUDOOVWDWHRILQIRUPDWLRQZKLFKGRHVQ¶WHQWDLOWKDWWKH
EDUQ¶VURRILVUHG Ī7KLQJVDUHGLɱHUHQWLIRQHFRQFHLYHVRIWKHUHOHYDQW
SHUFHSWXDOEDVLVLQQRQĥIDFWLYHWHUPVī
:ULJKWFDQQRWFRQVLVWHQWO\GHQ\WKDWYLVXDOSHUFHSWLRQSURYLGHVVXFK
LQGHIHDVLEOH SURSRVLWLRQDO ZDUUDQW VLQFHKH JUDQWV 0F'RZHOO¶VIDFWLQYROYĥ
LQJYLHZRIYLVXDOSHUFHSWLRQ :KHQ:ULJKWVD\VWKDWµP\FODLP¶ HJ WKDW
WKHEDUQ¶VURRILVUHG µLVGHIHDVLEOHE\LPSURYHGLQIRUPDWLRQ¶ KHKDVWR
PHDQWKDWLIRQHDYDLOVRQHVHOIRIWKHLQIRUPDWLRQWRWKHHɱHFWWKDWRQH
LVLQ%DUQ)DoDGH&RXQW\RQHZLOOQRORQJHUEHĪLIRQHZDVDWDOOīZDUĥ
UDQWHGLQ EHOLHYLQJ WKDWWKHEDUQ¶VURRILVUHG Ī8QOHVVRQHLVDOVRDYDLOHG
VRPHKRZ SHUKDSVE\WHVWLPRQ\ RIWKHIDFWWKDWRQHLVORRNLQJDWWKH
RQO\UHDOEDUQī )LQH %XWWKLVGRHVQ¶WFRQÀLFWZLWK0F'RZHOO¶VYLHZWKDW
WKHSHUFHSWXDOZDUUDQWLVLQGHIHDVLEOH SURSRVLWLRQDO ZDUUDQWLQWKHZD\,¶YH

H[SODLQHG 'R[DVWLFZDUUDQWIRU p FDQEHGHIHDVLEOHHYHQLISURSRVLWLRQDO
ZDUUDQWIRU p LVLQGHIHDVLEOH
:ULJKWVD\VWKDW0F'RZHOOWKLQNVWKDWµSHUFHSWXDOXSWDNHĬLVĭ WRXW
FRXUW VXɷFLHQWIRUZDUUDQWHGEHOLHI ¶ %XW0F'RZHOOGRHVQ¶WKDYHWRWKLQN
WKLVLIµZDUUDQWHGEHOLHI ¶PHDQVEHLQJZDUUDQWHGLQEHOLHYLQJĪGR[DVWLFZDUĥ
UDQWī %XWKHGRHVWKLQNWKLVLIµZDUUDQWHGEHOLHI ¶PHDQVKDYLQJSURSRVLĥ
WLRQDOZDUUDQWWREHOLHYH %XWLQWKDWFDVH:ULJKWGRHVQ¶WKDYHDQ\WKLQJ
ZKLFKWHOOVDJDLQVW0F'RZHOO¶VSRVLWLRQ:ULJKWVD\Vµ'LUHFWDZDUHQHVVRI
VWDWHVRIDɱDLUVWKDWPDNH P WUXHLVRQHWKLQJ ZDUUDQWHGEHOLHIWKDW P«LV
VRPHWKLQJHOVH¶ 0F'RZHOOGRHVQ¶WKDYHWRDFFHSWWKLV IRUDOO:ULJKWKDV
VDLG LIE\µZDUUDQWHGEHOLHI ¶:ULJKWPHDQVKDYLQJSURSRVLWLRQDOZDUUDQW
WREHOLHYH %XWLIE\µZDUUDQWHGEHOLHI ¶:ULJKWPHDQVEHLQJZDUUDQWHGLQ
EHOLHYLQJ WKHQLWLVRSHQWR0F'RZHOOWRDJUHHZLWKWKDW
,QHɱHFW , WDNHLW :ULJKWLVDFFXVLQJ0F'RZHOORIFRQÀDWLQJIDFĥ
WLYHQHVVZLWKLQGHIHDVLELOLW\ 7KLVLVVRPHWKLQJ :LOOLDPVRQĪīDOVR
ZDUQVDJDLQVW
2QHFDQKDYHDZDUUDQWWRDVVHUWDPDWKHPDWLFDOSURSRVLWLRQ
E\JUDVSLQJDSURRIRILW DQGWKHQFHDVHWRKDYHZDUUDQWWRDVĥ
VHUWLWPHUHO\LQYLUWXHRIJDLQLQJQHZHYLGHQFHDERXWH[SHUW
PDWKHPDWLFLDQV¶  XWWHUDQFHV ZLWKRXW  IRUJHWWLQJ  DQ\WKLQJ«
Ĭ%XWZKDWWKLVVKRZVLVWKDWWKHĭQRWLRQRILQGHIHDVLELOLW\
VKRXOGQRWEHFRQIXVHGZLWKIDFWLYHQHVV«Ĭ)RUĭĬJĭUDVSLQJ
DSURRIRIDPDWKHPDWLFDO SURSRVLWLRQLV D IDFWLYHZD\RI
KDYLQJZDUUDQWWRDVVHUWLW DQHFHVVDU\FRQGLWLRQRQJUDVSLQJ
DSURRIRI p LVWKDW p LV  WUXH )DFWLYHQHVVGRHVQRWHQWDLO
LQGHIHDVLELOLW\ĪS ī
0F'RZHOOFDQVD\ IDFWLYHQHVVLQGR[DVWLFZDUUDQWGRHVQRWHQWDLOLQGHĥ
IHDVLELOLW\RIGR[DVWLFZDUUDQW %XWWKLVGRHVQ¶WEHDURQWKHNH\FODLP
WKDWLVSLYRWDOLQ0F'RZHOO¶VHSLVWHPRORJ\RISHUFHSWLRQ ZKLFKZHFDQ
QRZSXWLQWKHVHWHUPV YLVXDOSHUFHSWXDOVWDWHV RZLQJWRWKHLUIDFWLQĥ
YROYLQJQDWXUH FRQVWLWXWHLQGHIHDVLEOH SURSRVLWLRQDO ZDUUDQWV ,QWKHULJKW
FLUFXPVWDQFHVRQHFDQH[SORLWVXFKZDUUDQWVWRRQH¶VHSLVWHPLFDGYDQĥ
WDJH :KHQRQHGRHV WKRVHSURSRVLWLRQDOZDUUDQWVĪUHDVRQVīZLOOJRLQWR
RQH¶VEHLQJGR[DVWLFDOO\ZDUUDQWHGĪZKDWHYHUHOVHWKDWUHTXLUHVī DQGZLOO
EHSDUWRIZKDWPDNHVLWWKHFDVHWKDWRQH NQRZV

 &RQFOXVLRQ
,QWKHODVWWZRVHFWLRQV,¶YHWULHGWRFODULI\VRPHRIWKHNH\DVSHFWVRI
WKHHSLVWHPRORJ\VLGHRI0F'RZHOO¶VYLHZRIYLVXDONQRZOHGJH , EHJDQ
E\RXWOLQLQJKRZLQ0F'RZHOO¶VZRUNWKHUHDVRQVFRQGLWLRQWDNHVDQH[ĥ
SDQGHGIRUP 9LVXDOO\EDVHGNQRZOHGJHWKDW p UHTXLUHVRQHWRKDYHFRQĥ
FOXVLYHSURSRVLWLRQDOZDUUDQWIRUEHOLHILQ p EXWDOVRDOHYHORIUDWLRQDO
UHVSRQVLYHQHVVWRRQH¶VSURSRVLWLRQDOZDUUDQWFRQVWLWXWLQJUHDVRQV :H
FDQQRZVD\WKDWVXFKUDWLRQDOUHVSRQVLYHQHVVWRVXFKSURSRVLWLRQDOUHDĥ
VRQVLVSDUWRIZKDWLVUHTXLUHGIRURQHWREHGR[DVWLFDOO\ZDUUDQWHGLQ
EHOLHYLQJWKDW p ĪZKHUHRQH¶VEHOLHIFRXQWVDVNQRZOHGJHī 3DUWRIZKDW¶V
LQYROYHGLQVXFKUHVSRQVLYHQHVV IRU0F'RZHOO LVEHLQJDEOHWRRɱHUDUDĥ
WLRQDOH[SODQDWLRQRIRQH¶VYLVXDOO\EDVHGNQRZOHGJHZKHQRQHNQRZVWKDW
p 0F'RZHOOWKLQNVWKDWWKHFRQFOXVLYHUHDVRQVZHKDYHZKLFKJURXQG
YLVXDOO\EDVHGNQRZOHGJHDUHVWDWHVRIVHHLQJ :HKDYHVXFKUHDVRQV DQG
FDQEHUDWLRQDOO\UHVSRQVLYHWRWKHP SDUWO\EHFDXVHWKH\DUHUHÀHFWLYHO\
DFFHVVLEOHWRXV 6RPHRIWKHVHDVSHFWVRI0F'RZHOO¶VWKLQNLQJDUHGHĥ
IHQVLEOH 7KHUHDVRQVFRQGLWLRQGRHVQ¶WFROODSVHLQWRRULPSO\VRPHLPĥ
SODXVLEOHZKROHVDOHLQIHUHQWLDOLVPDERXWNQRZOHGJH $QGWKHFRQFOXVLYH
UHDVRQVVWUDQGLQ0F'RZHOO¶VWKLQNLQJFDQEHGHIHQGHGDJDLQVWFHUWDLQ
VDOLHQWFULWLFLVPV
,QWKLVGLVFXVVLRQZHKDYHDOVRZLWQHVVHGZKDWLWZRXOGEHIRUYLVXDO
SHUFHSWLRQWREHUHDVRQJLYLQJ :HKDYHFRQVLGHUHGVRPHH[DPSOHV DQG
LWFHUWDLQO\GRHVQ¶WVHHPWREHRɱHQVLYHWRFRPPRQVHQVHWRWDNHYLVXDO
SHUFHSWLRQWRKDYHDUHDVRQJLYLQJUROH 6R RQWKHEDVLVRIWKLVGLVFXVVLRQ
DQGWKHEULHIPRWLYDWLRQV, RɱHUHGIRUWKHUHDVRQVFRQGLWLRQHDUOLHU ,
WKLQNLWLVDIDLUDVVHVVPHQWWRVD\WKDW DVDSDUWLDODQVZHUWRWKHTXHVWLRQ
RIH[SODQDWLRQ D0F'RZHOOLDQ5HDVRQV$QVZHUORRNVWREHLQJRRGVKDSH
ZLWKUHVSHFWWRWKHVHFRPSRQHQWV
Īī .QRZOHGJHLVFRQVWLWXWLYHO\VXEMHFWWRDUHDVRQVFRQGLWLRQ
Īī 9LVXDOSHUFHSWLRQFDQPDNHLWWKHFDVHWKDWWKHUHDVRQVFRQGLWLRQ
RQNQRZOHGJHLVVDWLV¿HG
*LYHQ WKDWLV DUHVWULFWLRQWRPDWXUHKXPDQNQRZOHGJH 7KXV ZLWK
UHVSHFWWRWKHVHDVSHFWV D5HDVRQV$QVZHUWRWKHTXHVWLRQRIH[SODQDWLRQ
ORRNVSODXVLEOH

%XW LWZLOOEHUHPHPEHUHG D5HDVRQV$QVZHUDLPVWRH[SODLQKRZ
YLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJLQWHUPVRIDVSHFWVRIWKH QDWXUH RI
YLVXDOSHUFHSWLRQ 7KXV D5HDVRQV$QVZHUDOVRLQYROYHVWKLVFRPSRQHQW
Īī 9LVXDOSHUFHSWLRQFDQPDNHLWWKHFDVHWKDWWKHUHDVRQVFRQGLWLRQ
RQNQRZOHGJHLVVDWLV¿HGEHFDXVHRILWVQDWXUH
:HKDYHVHHQKRZWKLVLVVRPHWKLQJ0F'RZHOOHQGRUVHV 7KHLGHDLVWKDW
EHFDXVHVHHLQJLVFRQFHSWXDODQGIDFWLQYROYLQJħEHFDXVHLWKDV WKDW QDĥ
WXUHħLWLVUHDVRQJLYLQJ 'RZH WKHQ KDYHDVDWLVIDFWRU\5HDVRQV$QVZHU
LQWKHIXOO0F'RZHOOLDQ5HDVRQV$QVZHU" ,WGHSHQGVRQZKHWKHUZHDUH
HQWLWOHGWRUHO\RQ0F'RZHOO¶VWKHRU\RIVHHLQJ 7KHDUJXPHQWZHFRQĥ
VLGHUHGLVWKDWLIZHGRQ¶WDFFHSWWKLVWKHRU\ WKHQYLVXDOSHUFHSWLRQFDQ¶W
KDYHDUHDVRQJLYLQJUROHĪDQG GLVDVWURXVO\ PLQLPDOHPSLULFLVPFDQ¶WEH
VXVWDLQHGī , WXUQQRZWRDQDWWHPSWWRXQGHUPLQHWKLVDUJXPHQW

&KDSWHU
9LVXDO3HUFHSWLRQDV5HDVRQ
*LYLQJīĬ
,QWKLV&KDSWHU, ZDQWWRSUHVHQWFRQVLGHUDWLRQVZKLFKVXJJHVWWKDW0Fĥ
'RZHOO¶VFRQFHSWXDOLVPDERXWVHHLQJLVQRWUHTXLUHGLQRUGHUWRFDSWXUH
YLVXDOSHUFHSWLRQ¶VUHDVRQJLYLQJUROH 7RGRWKLV, ZLOORXWOLQHDQDOWHUĥ
QDWLYHYLHZRIVHHLQJ ZKLFKVHHPVWRFDSWXUHYLVXDOSHUFHSWLRQ¶VUHDVRQ
JLYLQJUROH EXWZKLFKGRHVQ¶WUHTXLUHVHHLQJWREHFRQFHSWXDO 7KHDLP
RISUHVHQWLQJWKHDOWHUQDWLYHLVGLDOHFWLFDO , GRQ¶WPHDQWRHQGRUVHWKHDOĥ
WHUQDWLYH )XUWKHUPRUH P\DLPLVQRWWRGHQ\0F'RZHOO¶VFRQFHSWXDOLVW
YLHZRIVHHLQJ MXVWWKHFODLPWKDWLWLVUHTXLUHGWRPDNHVHQVHRIYLVXDO
SHUFHSWLRQ¶VUHDVRQJLYLQJUROH ,¶OOHQGZLWKDFRQFOXVLRQDERXWZKHUH
WKLVOHDYHVWKH5HDVRQV$QVZHU
 7KH5HODWLRQDOLVW9LHZRI6HHLQJ
$V, VXJJHVWHGLQ&KDSWHU  WKLQJVHHLQJ DVZHRUGLQDULO\XQGHUVWDQGLW
LQYROYHVWKHVHWZRFUXFLDOIHDWXUHVĪDPRQJRWKHUVī ĪīLWLVUHODWLRQDO DQG
ĪīLWLVDPRGHRIFRQVFLRXVĪYLVXDOīDZDUHQHVV ,I, VHHWKHPRXOG\OHPRQ
RQWKHWDEOH WKHQWKHUHPXVWEHDPRXOG\OHPRQ RQWKHWDEOH ZKLFK,
DPUHODWHGWRE\VHHLQJLW $QGLI, DP VHHLQJ LW , DPFRQVFLRXVO\DZDUH
RILW 7KLVSODXVLEO\UHTXLUHVWKDWLQVHHLQJWKHREMHFWLWORRNVRUDSSHDUV
RUVHHPVVRPHZD\RUZD\VWRPH 7KDWLVWRVD\ LWSODXVLEO\UHTXLUHVP\
VHHLQJWRLQYROYHDYLVXDOH[SHULHQFHZLWKVRPHFRQVFLRXVFKDUDFWHU ,Q
IDFW, GRVHHDPRXOG\OHPRQRQWKHGHVNEHIRUHPH WKHFRQVFLRXVFKDUĥ
DFWHURIP\H[SHULHQFHLVVRPHWKLQJ, ZRXOGGHVFULEHE\VD\LQJ , VHHD

OHPRQZKLFKKDVDEURZQLVKĥ\HOORZFRORXU EXWZLWKJUH\DQGJUHHQEOREV
ĪWKHPRXOGī LWKDVVDJJLQJVNLQ LWLVVRUWRIOHPRQVKDSHG LWLVDOLWWOH
VPDOOHUWKDQWKHDYHUDJHOHPRQ IRULWKDVVKUXQN LWLVZHOOLOOXPLQDWHG
DQGVRRQ 0\GHVFULSWLRQHQDEOHV\RXWRH[SORLW\RXUNQRZOHGJHRIKRZ
WKLQJVDVGHVFULEHGW\SLFDOO\ORRN <RXFDQWKHUHE\LPDJLQHKRZWKLQJV
DUHIRUPH LQP\YLVXDOFRQVFLRXVQHVV LQVHHLQJWKHOHPRQħ³ZKDWLWLV
OLNHIRUPH´WRVHHWKHOHPRQRQWKLVRFFDVLRQ Ī, PLJKWDOVRKDYHSXW
P\GHVFULSWLRQLQWKHVHWHUPV LWORRNVWRPHDVLIWKHUHLVDOHPRQWKHUH
ZKLFKLV«ī
$ PRXOG\OHPRQLVDPDWHULDOREMHFW EXWWKHVDPHVRUWVRIFRQVLGHUDĥ
WLRQVDVWKRVHMXVWUHKHDUVHGDSSO\IRURWKHUVRUWVRIHQWLWLHV, FDQFODSP\
H\HVRQ , VHHWKHOHPRQIDOOIURPWKHWDEOH , ZLWQHVVDQ HYHQW 6HHLQJDQ
HYHQWLVDPDWWHURIEHLQJUHODWHGWRLW ,WLQYROYHVFRQVFLRXVDZDUHQHVV
DQGWKXVDQH[SHULHQFHZLWKVRPHFRQVFLRXVFKDUDFWHURURWKHU 2QWKLV
RFFDVLRQ ZKHQ, VHHWKHOHPRQIDOOIURPWKHWDEOH , KDYHDQH[SHULHQFH
WKHFKDUDFWHURIZKLFK, PLJKWGHVFULEHLQWHUPVRIWKHORRNRIWKHOHPRQ
ĪDVGHVFULEHGDERYHī EXWDOVRVRPHRIWKHYLVLEOHG\QDPLFSURSHUWLHVLWLQĥ
VWDQWLDWHV HJ WKHVSHHGDWZKLFKLWIDOOV WKHZD\LWPDNHVFRQWDFWZLWK
WKHÀRRUZKHQLWODQGV DQGZKDWKDSSHQVZKHQLWGRHVĪHJ LWVIDOOLQJ
DSDUWī DQGVRRQ 7KHVHIHDWXUHVGHWHUPLQHWKHORRNRIWKHHYHQW $QG
WKH\FDQDOO¿JXUHLQDIDLWKIXOGHVFULSWLRQRIWKHFRQVFLRXVFKDUDFWHURI
WKHH[SHULHQFH, KDYHLQVHHLQJWKHHYHQW
,QWKHSUHYLRXV&KDSWHU, SUHVHQWHG0F'RZHOO¶VIDFWLQYROYLQJYLHZ
RIVHHLQJLQWHUPVRIKRZLWDFFRXQWHGIRUWKHDIRUHPHQWLRQHGIHDWXUHV
RIYLVXDOSHUFHSWLRQħĪīDQGĪīDERYH , ZLOOIROORZWKLVVWUDWHJ\IRU
WKHDOWHUQDWLYH,¶PDERXWWRSUHVHQW 7KLVDOWHUQDWLYHLVLQVSLUHGE\WKH
YLHZVRISHUFHSWLRQSUHVHQWHGLQ 6QRZGRQĪ  ī &DPSĥ
EHOOĪī 0DUWLQĪ  ī 7UDYLVĪ ī )LVKĪī
%UHZHUĪī .DOGHURQĪDEī DQG 6RWHULRXĪī Ī$QGIRUKHOSIXO
GLVFXVVLRQRQWKHVRUWRIYLHZWKHVHDXWKRUVRɱHU VHH &UDQHĪīī
7KHVHYLHZVKDYHWKHLUGLɱHUHQFHV EXW, DLPWRFDSWXUHVRPHRIWKHFRPĥ
PRQJURXQG

 5HODWLRQDOLW\
+HUHLV%UHZHU¶VLQLWLDOH[SUHVVLRQRIKLVYHUVLRQRIWKHVRUWRIYLHZ, ZDQW
WRFRQVLGHU
WKH PRVW  IXQGDPHQWDO  FKDUDFWHUL]DWLRQ RI RXU SHUFHSWXDO
UHODWLRQZLWKWKHSK\VLFDOZRUOGLVWREHJLYHQLQWHUPVRI
D  UHODWLRQ RI  FRQVFLRXV  DFTXDLQWDQFH EHWZHHQ SHUFHLYLQJ
VXEMHFWVDQGWKHSDUWLFXODUPLQGĥLQGHSHQGHQWSK\VLFDO REĥ
MHFWVWKDWDUHSUHVHQWHGWRWKHPLQSHUFHSWLRQ«Ĭ3ĭHUFHSWXDO
SUHVHQWDWLRQLUUHGXFLEO\FRQVLVWVLQFRQVFLRXVDFTXDLQWDQFH
ZLWK PLQGĥLQGHSHQGHQW SK\VLFDO REMHFWV ,W  LV QRW  WR EH
HOXFLGDWHGRUIXUWKHUXQGHUVWRRG HLWKHULQWHUPVRIDUHODĥ
WLRQ RI GLUHFW DFTXDLQWDQFH ZLWK PLQGĥGHSHQGHQW HQWLWLHV
WKDW  DUH  VXLWDEO\  UHODWHG  WR PLQGĥLQGHSHQGHQW  WKLQJV RU
LQWHUPVRI D UHODWLRQZLWKVRPHNLQGRI UHSUHVHQWDWLRQDO
FRQWHQWWKDWµFRQFHUQV¶VXFKWKLQJV«Ĭ7ĭKLVFKDUDFWHUL]DWLRQ
RISHUFHSWXDOSUHVHQWDWLRQDVFRQVFLRXVDFTXDLQWDQFHZLWK
PLQGĥLQGHSHQGHQWSK\VLFDOREMHFWVSURYLGHVWKHPRVWIXQGDĥ
PHQWDOHOXFLGDWLRQRIZKLFKPRGL¿FDWLRQRIFRQVFLRXVQHVV
DQ\VSHFL¿FVXFKH[SHULHQFHLV WKHIXQGDPHQWDOQDWXUHRI
SHUFHSWXDOH[SHULHQFHLVWREHJLYHQSUHFLVHO\E\FLWLQJDQGRU
GHVFULELQJWKRVHYHU\PLQGLQGHSHQGHQWSK\VLFDOREMHFWVRI
DFTXDLQWDQFHĪ S ī
&RQVLGHUDOVRWKHIROORZLQJIURP6RWHULRX
DWWKHKHDUWRIWKDWSURSRVDOLVDYLHZRIWKHFRQVFLRXVFKDUDFĥ
WHURIVXFFHVVIXOSHUFHSWLRQĬHJ VHHLQJĭWKDWGHQLHVWKDWWKH
FRQVFLRXVFKDUDFWHURIWKDWVRUWRIH[SHULHQFHĬHJ VHHLQJĭLV
VLPSO\GHWHUPLQHGE\WKHREWDLQLQJRIDPHQWDOVWDWHZKLFK
KDVDQLQWHQWLRQDOFRQWHQWZLWKYHULGLFDOLW\FRQGLWLRQVĦLUĥ
UHVSHFWLYHRIZKHWKHURQHWKLQNVRIWKHLQWHQWLRQDOFRQWHQW
RIWKHPHQWDOVWDWHDVREMHFWĥGHSHQGHQW DQGLUUHVSHFWLYHRI
ZKHWKHURQHWKLQNVRIWKHPHQWDOVWDWHDVIDFWLYH Ī SS
Ħī
6RWHULRXHODERUDWHVWKLVDVIROORZV

7KHLGHDWKDWWKHFRQVFLRXVFKDUDFWHURIH[SHULHQFHLVQRW
VLPSO\ GHWHUPLQHG E\  LWV  UHSUHVHQWDWLRQDO SURSHUWLHV  LV  D
IDPLOLDU RQH 6RPHKROGWKDWFRQVFLRXVH[SHULHQFHVKDYH
QRQĥUHSUHVHQWDWLRQDO SKHQRPHQDOTXDOLWLHVĦSV\FKRORJLFDO
SURSHUWLHVWKDWFRQWULEXWHWRZKDWLWLVOLNHIRUWKHVXEMHFW
WRKDYHWKHH[SHULHQFHEXWZKLFKDUHQRWVLPSO\GHWHUPLQHG
E\  WKH  H[SHULHQFH¶V SRVVHVVLRQ RI  DQ  LQWHQWLRQDO  FRQWHQW
ZLWK  YHULGLFDOLW\  FRQGLWLRQV  ĬHJ 3HDFRFNH  Īīĭ 7KH
UHODWLRQDOLVW FDQEHXQGHUVWRRGDV PDNLQJD VLPLODU FODLP
%XW  UDWKHU  WKDQ  VLPSO\  DSSHDOLQJ  WR  SV\FKRORJLFDO  EXW
QRQĥUHSUHVHQWDWLRQDO SURSHUWLHV WKH  UHODWLRQDOLVW  DSSHDOV
WR  D SV\FKRORJLFDO  EXW QRQĥUHSUHVHQWDWLRQDO  UHODWLRQ  Ħ  D
SV\FKRORJLFDOUHODWLRQZKRVHREWDLQLQJFRQWULEXWHVWRZKDWLW
LVOLNHIRUWKHVXEMHFWWREHKDYLQJWKHH[SHULHQFH EXWZKLFK
LVQRWVLPSO\GHWHUPLQHGE\WKHH[SHULHQFH¶VSRVVHVVLRQRI
DQ LQWHQWLRQDO FRQWHQWZLWKYHULGLFDOLW\ FRQGLWLRQV«Ĭ,ĭW  LV
WKHDFWXDOREWDLQLQJRIWKHUHOHYDQWSV\FKRORJLFDOEXWQRQĥ
UHSUHVHQWDWLRQDOUHODWLRQWKDWFRQWULEXWHVWRWKHFRQVFLRXV
FKDUDFWHURIVXFFHVVIXOSHUFHSWLRQĬHJ VHHLQJĭ DQGWKHPHUH
UHSUHVHQWDWLRQRIVXFKDUHODWLRQGRHVQRWDGHTXDWHO\DFFRXQW
IRUWKHSKHQRPHQRORJ\ĪS ī
,¶OOFDOOWKHYLHZLQTXHVWLRQKHUHWKHµUHODWLRQDOLVWYLHZ¶RIVHHLQJ 7KLVLV
PLVOHDGLQJLQDVHQVH VLQFH DVQRWHG DOOVLGHVDJUHHWKDWVHHLQJLVD UHODWLRQ
ĪLIRQHVHHV x RQHLVWKHUHE\UHODWHGWR xī %XWWKHODEHOLVDSWEHFDXVH
DVWKHVHTXRWHVPDNHFOHDU RQHRIWKHGH¿QLQJIHDWXUHVRIWKHYLHZĪRU
FOXVWHURIYLHZVīFRQFHUQVWKHQDWXUHDQGUROHRIUHODWLRQDOLW\LQVHHLQJ
WKDWLV WKHZD\UHODWLRQDOLW\LVXVHGLQJLYLQJDFRQVWLWXWLYHDFFRXQWRIWKH
FRQVFLRXV H[SHULHQFHV LQYROYHGLQVHHLQJĪDQGWKHFRQVFLRXVFKDUDFWHURI
VHHLQJī LQDGLVWLQFWLYHQRQĥUHSUHVHQWDWLRQDOZD\ĪVHHEHORZIRUPRUHRQ
WKLVī 1RWHYHU\YLHZRIVHHLQJZLOODJUHHWKDWWKHFRQVFLRXVH[SHULHQFHV
LQYROYHGLQVHHLQJDUHWKHPVHOYHVFRQVWLWXWLYHO\UHODWLRQDO HYHQLIVHHLQJ
LV $QGVRPHZKRGRDJUHHWKDWWKHFRQVFLRXVH[SHULHQFHVLQYROYHGLQ
VHHLQJDUHFRQVWLWXWLYHO\UHODWLRQDOWKLQNRIWKLVLQUHSUHVHQWDWLRQDOWHUPV
ĪHJ 0F'RZHOOī

,WLVSDUWRIRXURUGLQDU\FRQFHSWLRQRIVHHLQJWKDWLWLVDIRUPRI
FRQVFLRXVDZDUHQHVVDQGVRLQYROYHVYLVXDOH[SHULHQFH 7KHLGHDWKDWVHHĥ
LQJ LQYROYHV YLVXDOH[SHULHQFHDOORZVGLɱHUHQWWKHRUHWLFDOXQGHUVWDQGLQJV
2QHPLJKWWDNHLWWKDWVHHLQJLVDFRPSRVLWHVWDWHZKLFKFRQVWLWXWLYHO\
LQYROYHVYLVXDOH[SHULHQFHDVRQHHOHPHQWDPRQJRWKHUV LQFOXGLQJDQ³H[ĥ
WHUQDO´FRQGLWLRQWKDWWKHREMHFWRISHUFHSWLRQH[LVWVDQGLV VD\ FDXVDOO\
UHODWHGWRWKHH[SHULHQFHĪFRPSDUH NQRZOHGJHLVDFRPSRVLWHVWDWHZKLFK
LQYROYHV EHOLHI DVDQHOHPHQW DQGWUXWKDVDQH[WHUQDOFRQGLWLRQī 7KHUHĥ
ODWLRQDOLVWYLHZGRHVQ¶WWKLQNRIWKH³LQYROYHPHQW´RIYLVXDOH[SHULHQFHLQ
VHHLQJLQWKLVZD\ 2QWKHUHODWLRQDOLVWYLHZVHHLQJDQHQWLW\ x MXVWLV D
VRUWRIYLVXDOH[SHULHQFHRI x 7KXV RQWKHUHODWLRQDOLVWYLHZWKHUHLVD
VRUWRIYLVXDOH[SHULHQFHRI x WKHEHLQJLQRIZKLFKLVQHFHVVDU\ DQGVXɼĦ
FLHQW IRUVHHLQJ x 7KLVPHDQVWKDWWKRVHIHDWXUHVRIVHHLQJDQHQWLW\ZH
KLJKOLJKWHGLQ&KDSWHU  DUHIHDWXUHVRIWKHGLVWLQFWLYHVRUWRIYLVXDOH[SHĥ
ULHQFHRI xZKLFKVHHLQJ x LV 7KXVWKHUHODWLRQDOYLHZKROGVWRDUHODWLRQDO
FRQVWUXDORIWKH H[SHULHQFHV ³LQYROYHG´LQĪZKLFKDUHīVHHLQJV 7KHVRUWRI
YLVXDOH[SHULHQFH RQHKDVLQVHHLQJ x FRQVWLWXWLYHO\UHTXLUHVWKHH[LVWHQFH
RI x DQGDUHODWLRQEHWZHHQWKHSHUFHLYHUDQG x
$ YLVXDOH[SHULHQFHRI x ZKLFKLVDVHHLQJRI x RQWKHUHODWLRQDOLVW
YLHZ IXQGDPHQWDOO\FRQVLVWVLQD QRQĦUHSUHVHQWDWLRQDO UHODWLRQEHWZHHQD
SHUFHLYHUDQG x ĪZKHUH x LVDQHQWLW\LQQRQĥPHQWDOVSDWLDOUHDOLW\ OLNH
DPRXOG\OHPRQ RUWKHOHPRQIDOOLQJIURPWKHWDEOHī 6XFKH[SHULHQFHV
GRQ¶WKDYH DVSDUWRIWKHLUIXQGDPHQWDOQDWXUH UHSUHVHQWDWLRQDOĪLQWHQĥ
WLRQDOīFRQWHQWVĪFRQFHSWXDORURWKHUZLVHī 7KXV VXFKH[SHULHQFHVGRQ¶W
LQYROYH DVSDUWRIWKHLUIXQGDPHQWDOQDWXUH SHUFHSWXDOUHIHUHQFHWRHQĥ
WLWLHVĪDQGVRWKH\DUHQRWUHODWLRQDOLQWKDWZD\ī 6XFKH[SHULHQFHVGRQ¶W
DVSDUWRIWKHLUIXQGDPHQWDOQDWXUH LQYROYHREMHFWĥGHSHQGHQWLQWXLWLRQDO
FRQWHQW IRUWKDWLVUHSUHVHQWDWLRQDOFRQWHQWĪDQGVRWKH\DUHQRWUHODĥ
WLRQDOLQWKDWZD\ī 9LVXDOH[SHULHQFHVZKLFKDUHVHHLQJVGRQ¶W DVSDUW
RIWKHLUIXQGDPHQWDOQDWXUH LQYROYHDFWXDOL]DWLRQVRIFRQFHSWXDOFDSDFĥ
LWLHV 7KXV VHHLQJLVQ¶WIDFWLQYROYLQJDVLWLVRQ0F'RZHOO¶VĪHDUO\īYLHZ
RIVHHLQJ
:HFDQH[SUHVVWKHQRQĥUHSUHVHQWDWLRQDOUHODWLRQZKLFKH[SHULHQFHV
ZKLFKDUHVHHLQJVIXQGDPHQWDOO\FRQVLVWLQLQWKHIROORZLQJZD\V DQH[ĥ
SHULHQFHZKLFKLVDVHHLQJLVIXQGDPHQWDOO\DUHODWLRQRIFRQVFLRXVYLVXDO
DZDUHQHVVEHWZHHQDSHUFHLYHUDQGDSHUFHSWLEOHHQWLW\ LWLVIXQGDPHQĥ

WDOO\DUHODWLRQRISHUFHSWXDODFTXDLQWDQFHEHWZHHQDSHUFHLYHUDQGDSHUĥ
FHSWLEOHHQWLW\ LWLVIXQGDPHQWDOO\DUHODWLRQLQZKLFKDSHUFHSWLEOHHQWLW\
LVSUHVHQWHGĪRUSUHVHQWīWRDSHUFHLYHU LWLVIXQGDPHQWDOO\DUHODWLRQLQ
ZKLFKDSHUFHSWLEOHHQWLW\LV WKHUH IRUSHUFHLYHU DQGVRRQ 7KHUHODWLRQ
LVEDVLF
:KDWGRHVLWPHDQWRVD\WKDWWKRVHH[SHULHQFHVZKLFKDUHVHHLQJV
IXQGDPHQWDʃ\ FRQVLVWLQVXFKDUHODWLRQ" 2UWKDWLWLVSDUWRIWKHLU IXQGDĦ
PHQWDOQDWXUH WRFRQVLVWLQVXFKDUHODWLRQ" 7KHLGHDLVWKDWWKHUHOHYDQW
UHODWLRQFDSWXUHVDQDVSHFWRIWKHHVVHQFHRIWKRVHH[SHULHQFHVZKLFKDUH
VHHLQJV DQGLVVXFKDVWRGHWHUPLQHWKHPRVWIXQGDPHQWDOĪRUVSHFL¿Fī
NLQGRIH[SHULHQFHWKRVHH[SHULHQFHVDUH $QGWKLVLGHDLQYROYHVDQDVĥ
VXPSWLRQWKDW DV 0DUWLQĪīSXWVLW
ZHFDQPDNHVHQVHRIWKHLGHDWKDWWKHUHDUHVRPHSULYLOHJHG
FODVVL¿FDWLRQV RI  LQGLYLGXDOV ERWK  FRQFUHWH REMHFWV  DQG
HYHQWV DQG  WKDW RXU  WDON RI ZKDW  LV  HVVHQWLDO  WR  D  JLYHQ
LQGLYLGXDOWUDFNVRXUXQGHUVWDQGLQJRIWKHNLQGVRIWKLQJLW
LV Ĭ7KHDVVXPSWLRQLVĭ HQWLWLHVĪERWKREMHFWVDQGHYHQWVī
FDQEHFODVVL¿HGE\VSHFLHVDQGJHQXV IRUDOOVXFKHQWLWLHV
WKHUHLVDPRVWVSHFL¿FDQVZHUWRWKHTXHVWLRQ µ:KDWLVLW"¶
ĪS ī
0DUWLQJRHVRQWRVSHOORXWKRZWKLVDSSOLHVWRRXUFXUUHQWFRQFHUQV
,QUHODWLRQWRWKHPHQWDO DQGWRSHUFHSWLRQLQSDUWLFXODU ĬWKH
DVVXPSWLRQLVWKDWĭIRUPHQWDOHSLVRGHVRUVWDWHVWKHUHLVD
XQLTXHDQVZHUWRWKLVTXHVWLRQĬµ:KDWLVLW"¶ĭ ZKLFKJLYHVLWV
PRVWVSHFL¿FNLQG LWWHOOVXVZKDWHVVHQWLDOO\WKHHYHQWRU
HSLVRGHLV ,QEHLQJDPHPEHURIWKLVNLQGLWZLOOWKHUHE\EH
DPHPEHURIWKHRWKHU PRUHJHQHULF NLQGVDVZHOOĪS ī
2QWKHUHODWLRQDOLVWYLHZ DVHHLQJRI x LVDVRUWRIH[SHULHQFHZKLFKLV
IXQGDPHQWDOO\DQRQĥUHSUHVHQWDWLRQDOUHODWLRQEHWZHHQDSHUFHLYHUDQG x
7KDWJLYHVWKHPRVWVSHFL¿FDQVZHUWRWKHUHOHYDQWµ:KDWLVLW"¶ TXHVWLRQ
FRQFHUQLQJWKHVRUWRIH[SHULHQFHWKDWVHHLQJLV 7RVHHDPRXOG\OHPRQ
RQWKHWDEOHLVWRKDYHDYLVXDOH[SHULHQFHZKLFKIXQGDPHQWDOO\FRQVLVWV
LQDUHODWLRQWRWKHPRXOG\OHPRQ ,WLVDPDWWHU VLPSO\ RIWKHSUHVHQWDĥ
WLRQRIWKHOHPRQWRYLVXDOFRQVFLRXVQHVV 7RVHHWKHOHPRQIDOOLQJIURP

WKHWDEOHLVWRKDYHDYLVXDOH[SHULHQFHZKLFKIXQGDPHQWDOO\FRQVLVWVLQD
UHODWLRQWRWKHHYHQWRIWKHOHPRQ¶VIDOOLQJIURPWKHWDEOH ,WLVDPDWWHU
VLPSO\RIEHLQJĪDVZHPLJKWDOVRVD\īYLVXDOO\DFTXDLQWHGZLWKDSDUWLFXODU
HYHQW
$V0DUWLQDOVRPDNHVFOHDU LIZHFRQVWUXHWKHUHODWLRQDOLVWYLHZLQ
WKLVZD\ WKHUHODWLRQDOLVWLVFRPPLWWHGWRDFODLPGLVWLQFWLYHRIGLVMXQFĥ
WLYLVP 6XSSRVH, VHHD\HOORZOHPRQ *LYHQWKDWLWLVRIWKH QDWXUH RI
P\H[SHULHQFHWRLQYROYHDUHODWLRQWRWKHOHPRQ ZKLFK DV0DUWLQVD\V
LPSOLHVWKDWLWħP\H[SHULHQFHħLQYROYHVWKDWPLQGĥLQGHSHQGHQWREMHFW
µDVDFRQVWLWXHQW¶ĪS ī WKHQWKHVSHFL¿FNLQGRIH[SHULHQFH, KDYHLQ
VHHLQJWKHOHPRQFRXOGQRWRFFXULQDFDVHZKHUH, GRQ¶WVHHWKHOHPRQ
ĪDQGVRZKHUHWKHUHLVQROHPRQWREHVHHQī $QGVRWKHVSHFL¿FNLQGRI
H[SHULHQFH, KDYHZKHQ, VHHWKHOHPRQFRXOGQRWRFFXULQDFDVHZKHUH
WKHOHPRQLVDEVHQW\HW, KDYHDKDOOXFLQDWRU\H[SHULHQFHZKLFKLVVXEMHFĥ
WLYHO\LQGLVWLQJXLVKDEOHIURPWKHH[SHULHQFH, KDYHLQVHHLQJWKHOHPRQ
7KLVLVDGHQLDORIZKDW0DUWLQĪS īFDOOVWKHµ&RPPRQ.LQG$VVXPSĥ
WLRQ¶ Ī7KHGHQLDOWKDWDIXOO\YHULGLFDOYLVXDOH[SHULHQFHĪHJ RQHZKLFK
LVDQRQĥLOOXVRU\VHHLQJīDQGDVXEMHFWLYHO\PDWFKLQJKDOOXFLQDWRU\H[SHĥ
ULHQFHDUHRIWKHVDPH VSHFLÀF RU IXQGDPHQWDO NLQGī 7KLVLVFOHDUO\LQWKH
VSLULWRI0F'RZHOO¶VGLVMXQFWLYHDSSURDFKĪRXWOLQHGHDUOLHUī LQZKLFKKH
UHMHFWVWKHVRĥFDOOHGµKLJKHVWFRPPRQIDFWRU¶FRQFHSWLRQRISHUFHSWXDO
H[SHULHQFHV
7KHUHODWLRQDOLVWYLHZRIVHHLQJREYLRXVO\FDSWXUHVWKHUHODWLRQDOLW\RI
VHHLQJ ZKLFKLVRQHDVSHFWRIRXURUGLQDU\FRQFHSWLRQRIVHHLQJWKDWZH
ZDQWDYLHZRIVHHLQJWRFDSWXUH %XWZKDWDERXWWKHLGHDWKDWVHHLQJ
LQYROYHVH[SHULHQFHVZLWKVRPHFRQVFLRXVFKDUDFWHURURWKHU" , WXUQWR
GLVFXVVWKLVQRZ
 &RQVFLRXV&KDUDFWHUDQG8QLW\LQ([SHULHQFH
6XSSRVH, VHHDPRXOG\OHPRQRQWKHWDEOH ,¶YHEHHQGLVFXVVLQJDQH[ĥ
DPSOHRIVXFKVHHLQJDQG, KDYHGHVFULEHGVRPHRIWKHGHWDLOVRIWKHFRQĥ
VFLRXVFKDUDFWHURIP\VHHLQJ %XWLIWKHRQO\LQIRUPDWLRQZHKDYHLVWKDW
, VHHDPRXOG\OHPRQ WKHQ DV, VDLGLQ&KDSWHU  IURPMXVWWKLVLQIRUPDĥ
WLRQZHKDYHSUHWW\PXFKQRLGHDZKDWWKHFKDUDFWHURIP\H[SHULHQFHLV
,QVWDQFHVRIµS VHHV x¶GRFRQYH\WKDW S KDVDYLVXDOH[SHULHQFHRIVRPH x

EXWQRWZKDWWKHVSHFL¿FFKDUDFWHURI S ¶VH[SHULHQFHLV +RZWKHPRXOG\
OHPRQDSSHDUVWRPH LQP\H[SHULHQFHRILW ZLOOGHSHQGXSRQDZKROH
KRVWRIIDFWRUVWRGRZLWKWKHOHPRQĪDQGKRZLWORRNVī P\SHUFHSWXDO
VHQVLWLYLWLHV WKHHQYLURQPHQWDOFRQGLWLRQVLQZKLFK, VHHWKHOHPRQ DQG
VRRQ %XWZKHQ, GRVHHWKHPRXOG\OHPRQ, ZLOOKDYHDQH[SHULHQFH
RIWKHOHPRQZLWKVRPHVSHFL¿FFRQVFLRXVFKDUDFWHU LWZLOOORRNVRPH
ZD\RUZD\VWRPH Ī1RWHWKDWWKLVLVFRQVLVWHQWZLWKWKHOHPRQ¶VORRNLQJ
VRPHYHU\ GHWHUPLQDEOH ZD\VWRPHī
:H VDZ DERYH  WKDW  WKLVħWKH  VSHFL¿F  FRQVFLRXV  FKDUDFWHU RI  DQ
H[SHULHQFHLQDQ\JLYHQFDVHħLVVRPHWKLQJWKDWVRPHWKHRULHV LQFOXGLQJ
0F'RZHOO¶V DLPWRFDSWXUHLQWHUPVRIWKHUHSUHVHQWDWLRQDOFRQWHQWRI
WKHH[SHULHQFH :KDWFDQZHVD\RQWKHUHODWLRQDOLVWYLHZ" $ UHODWLRQDOLVW
FDQVD\WKDWDVSHFWVRIWKHFRQVFLRXVFKDUDFWHURIH[SHULHQFHVZKLFK
DUHVHHLQJVDUHFRQVWLWXWLYHO\GHWHUPLQHG DWOHDVWLQSDUW E\WKHPLQGĥ
LQGHSHQGHQWREMHFWVRISHUFHSWLRQħWKH FRQVWLWXHQWV RI WKHH[SHULHQFH
$VSHFWVRIWKHZRUOGFDQµVKDSHWKHFRQWRXUVRIWKHVXEMHFW¶VFRQVFLRXV
H[SHULHQFH¶Ī0DUWLQĪī S ī +HUHLV&DPSEHOO¶VYHUVLRQRIWKLV
SRLQW
2QD5HODWLRQDO9LHZ WKHSKHQRPHQDOFKDUDFWHURI\RXUH[ĥ
SHULHQFH DV\RXORRNDURXQGWKHURRPĬLH ZKHQ\RXUH[SHĥ
ULHQFHLVDVHHLQJĭ LVFRQVWLWXWHGE\WKHDFWXDOOD\RXWRIWKH
URRPLWVHOI ZKLFKSDUWLFXODUREMHFWVDUHWKHUH WKHLULQWULQĥ
VLFSURSHUWLHV VXFKDVFRORXUDQGVKDSH DQGKRZWKH\DUH
DUUDQJHGLQUHODWLRQWRRQHDQRWKHUDQGWR\RXĪ S ī
2QWKHUHODWLRQDOLVWYLHZ DV,¶PXQGHUVWDQGLQJLW DVSHFWVRIKRZWKLQJV
VHHPWRRQHLQVHHLQJWKHWKLQJVRQHVHHVDUHFRQVWLWXWLYHO\GHWHUPLQHG
E\WKHWKLQJVWKDWDUHSUHVHQWLQRQH¶VYLVXDOFRQVFLRXVQHVVĪWKDQNVWRWKH
UHODWLRQRQHVWDQGVLQWRWKHPLQH[SHULHQFLQJWKHPī 7KHPRXOG\OHPRQ
LWVHOILVSDUWRIZKDWFRQVWLWXWHVKRZWKLQJVDSSHDUWRPHZKHQ, VHHLW
%XWQRZ WRWDNHDPRUHSOHDVDQWFDVH VXSSRVHWKDWSDUWRIWKHFKDUĥ
DFWHURIP\H[SHULHQFHLQVHHLQJWKHOHPRQLVVRPHWKLQJ, ZRXOGGHVFULEH
LQWHUPVRIWKHIUHVK\HOORZLVKORRNWKDWWKHOHPRQSUHVHQWV , PLJKWHPĥ
SOR\YDULRXVOLQJXLVWLFGHYLFHVWRRɱHUVXFKDGHVFULSWLRQ )RULQVWDQFH ,
PLJKWVD\³WKHOHPRQORRNV\HOORZWRPH´ RU³, VHHD \HʃRZ OHPRQ´ Ī+HUH
WKHVSHFLDOHPSKDVLV RUVWUHVVLIVSRNHQ DLPVWRFRPPXQLFDWHVRPHWKLQJ
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DERXWWKHFKDUDFWHURIP\H[SHULHQFHħZKLFKLVQRWWRVD\WKDWLQIRUPDĥ
WLRQDERXWWKHFKDUDFWHURIP\H[SHULHQFHLVVHPDQWLFDOO\HQFRGHGLQWKH
VHQWHQFHW\SH, HPSOR\ī +RZFDQDUHODWLRQDOLVWFDSWXUH WKLV DVSHFWRI
WKHFKDUDFWHURIDQH[SHULHQFH" 7KHTXRWHIURP&DPSEHOODERYHLQGLĥ
FDWHVWKDWRQHWKLQJDUHODWLRQDOLVWFDQVD\LVWKDW IHDWXUHV DVZHOODVWKLQJV
ZKLFKKDYHWKRVHIHDWXUHV FDQEHSDUWRIZKDWFRQVWLWXWLYHO\GHWHUPLQHV
WKHFRQVFLRXVFKDUDFWHURIDQH[SHULHQFH 6R ZKHQ, VHHWKHOHPRQDQG
LWORRNV\HOORZWRPH WKHDVSHFWRIWKHFKDUDFWHURIP\H[SHULHQFHFRUĥ
UHVSRQGLQJWRWKH\HOORZQHVVRIWKHOHPRQ LVGHWHUPLQHGE\DIHDWXUH
LWVYHU\\HOORZQHVV Ī:HPLJKWSXWLWLQWKLVZD\LQVWHDG WKHIHDWXUHLV
WKH\HOORZLVK ORRN RIWKHOHPRQ LQDQRQĥLOOXVRU\FDVHWKLVPD\MXVWEHWKH
IHDWXUHWKHOHPRQKDVRIEHLQJ\HOORZ LWV\HOORZQHVV RUHOVHLWPD\EHWKH
IHDWXUHLWKDVRIORRNLQJ\HOORZī
7KHUHODWLRQDOLVW WKHQ FDQDSSHDOWRZKDWZHZRXOGLQWXLWLYHO\FRXQW
DVYLVLEOHIHDWXUHVDVDVSHFWVRIZKDWJRHVLQWRGHWHUPLQLQJWKHFRQVFLRXV
FKDUDFWHURIH[SHULHQFHV 3XWWLQJWKLQJVLQWKLVZD\LVWRRZHDNWRFDSĥ
WXUHDGLVWLQFWLYHFRPPLWPHQW )RULWFDQEHXQGHUVWRRGDVMXVWDQDɷUĥ
PDWLRQRIWKHFODLPPDGHLQ&KDSWHU  WKDWVRPHIHDWXUHVZHFRXQWDV
YLVLEOHĪHJ FRORXUIHDWXUHVī DUHYLVLEOHLQDSKHQRPHQRORJLFDOVHQVH %XW
DSURSRQHQWRIDUHSUHVHQWDWLRQDOYLHZFDQDJUHHZLWKWKLV )RURQVXFK
DYLHZWKHFRORXURIWKHOHPRQ VD\ FDQEHSDUWRIZKDWGHWHUPLQHVWKH
FKDUDFWHURIDQH[SHULHQFHKDGLQVHHLQJWKHOHPRQ ,WSOD\VWKDWUROH IRU
LQVWDQFH ZKHQLWLVDSSURSULDWHO\UHSUHVHQWHGLQDYHULGLFDOH[SHULHQFH
RIWKHOHPRQ Ī:KHQ VD\ LQVHHLQJWKH\HOORZOHPRQ LWLVVHHQDVEHLQJ
\HOORZLQDIXOO\YHULGLFDOZD\ī %XW , WDNHLW WKHUHODWLRQDOLVWZLOOZDQWWR
PDNHDPRUHVSHFL¿FDQGGLVWLQFWLYHFODLP IHDWXUHVJRLQWRGHWHUPLQLQJ
WKHFRQVFLRXVFKDUDFWHURIH[SHULHQFHLQPXFKWKHZD\WKDWWKHWKLQJV
ZKLFKKDYHVXFKIHDWXUHVGR 1RW WKHQ E\EHLQJUHSUHVHQWHG EXWE\EHĥ
LQJ SUHVHQW LQH[SHULHQFH E\EHLQJRQRQHHQGRIDQRQĥUHSUHVHQWDWLRQDO
UHODWLRQħWKHUHODWLRQDWWKHKHDUWRIWKHUHODWLRQDOLVWSURSRVDO
6RIHDWXUHV DVZHOODVWKLQJVWKDWKDYHIHDWXUHV DUHFRQVWLWXHQWVRI
H[SHULHQFHRQWKLVVRUWRIUHODWLRQDOLVWYLHZ ,QWKHMDUJRQRI&KDSWHU 
WKLVPHDQVWKDWWKHUHODWLRQDOLVWUHJDUGVVRPHYLVLEOHIHDWXUHVDVYLVLEOH
QRWRQO\LQWKHSKHQRPHQRORJLFDOVHQVH EXWLQWKH REMHFW VHQVH 6RPH
IHDWXUHV VXFKDVWKH\HOORZQHVVRIWKHOHPRQ DUHSRWHQWLDOREMHFWVRI
YLVXDOSHUFHSWLRQ 0RUHRYHU RQWKHVRUWRIUHODWLRQDOLVWYLHZ,¶PRXWOLQĥ

LQJ ZKHQDIHDWXUHLVYLVLEOH WRRQH LQWKHSKHQRPHQRORJLFDOVHQVH WKLVLV
DWOHDVWLQSDUWGHWHUPLQHGE\LWVEHLQJYLVLEOH WRRQH LQWKHREMHFWVHQVH
0RUHVLPSO\ LWVEHLQJ VHHQ
*LYHQWKLV WKHUHODWLRQDOLVWKDVWRKDYHDZD\RIFRQFHLYLQJRIIHDWXUHV
ZKLFKLVVXFKWKDWWKH\DUHDSWWREHREMHFWVRIYLVXDOSHUFHSWLRQ ,IWKH
UHODWLRQDOLVWDFFHSWVZKDWZHDUHRUGLQDULO\FRPPLWWHGWRUHJDUGLQJµREĥ
MHFWYLVLELOLW\¶ħDQGVRGRHVQ¶W LQWKHGHYHORSPHQWRIWKHWKHRU\ UHMHFWRU
UHYLVHWKLVDVSHFWRIRXURUGLQDU\FRQFHSWLRQRIYLVXDOSHUFHSWLRQħWKHQ
WKHUHODWLRQDOLVWZLOOWKXVFRQFHLYHRIWKRVHIHDWXUHVZKLFKWKH\FRXQW
DVYLVLEOHLQWKHREMHFWVHQVHDVVSDWLDOHQWLWLHVZKLFKORRNVRPHZD\V $V
QRWHGLQ&KDSWHU  DERYH RQHZD\WRJRKHUHLVWRUHJDUGIHDWXUHVDVSURSĥ
HUW\LQVWDQFHVRUWURSHV $QGDVDOVRQRWHGLQWKDW&KDSWHU WKLVLVKRZ
IRULQVWDQFH .DOGHURQĪDīWKLQNVRIWKLQJVLQKLVUHODWLRQDOLVWWKHRU\
RIYLVXDOSHUFHSWLRQ Ī7KHUHOHYDQWVHFWLRQVRI&KDSWHU  UHJDUGLQJWKHVH
UHPDUNVDUHVHFWLRQĪīDQGWKH¿UVWSDUWRIVHFWLRQĪī DQGVHFWLRQ
Īīī
7KHUH  LV WKHQ D GLɱHUHQFH EHWZHHQ  WKH  UHODWLRQDOLVW  YLHZ  DQG
0F'RZHOO¶V YLHZ 7KHGHWHUPLQLQJUROHWKDWHQWLWLHVDQGWKHLUYLVLEOH
IHDWXUHVKDYH ZLWKUHVSHFWWRWKHFRQVFLRXVFKDUDFWHURIH[SHULHQFHVWKDW
DUHVHHLQJV LVQRW RQWKHUHODWLRQDOLVWYLHZ PHGLDWHGE\UHSUHVHQWDWLRQ
LQDQ\VHQVH ,QVHHLQJ HQWLWLHVDQGWKHLUIHDWXUHVħDVSHFWVRIREMHFWLYH
UHDOLW\ħDUH DV0F'RZHOOVD\V µWKHUH IRUDVXEMHFW SHUFHSWXDOO\ SUHVHQW
WRKHU¶Ī S ī 7KLVHQDEOHVWKRVHDVSHFWVRIREMHFWLYHUHDOLW\
WKHPVHOYHV  WR GHWHUPLQH  ĪDVSHFWV RIī  ³ZKDW  LW  LV  OLNH  IRU RQH´ %XW
WKH  UHODWLRQDOLVW  LQVLVWV  WKDW  WKLV GRHVQ¶W FRQWUD 0F'RZHOO UHTXLUH
LQWXLWLRQDORUIDFWĥLQYROYLQJ UHSUHVHQWDWLRQ
:LWK  UHVSHFW  WR DFFRXQWLQJ  IRU  FRQVFLRXV FKDUDFWHU , WKLQN  WKH  UHĥ
ODWLRQDOLVWYLHZQHHGVDELWPRUHGHYHORSPHQWWKDQZKDW,¶YHJLYHQLW
VRIDUħDWOHDVWIRURUGLQDU\FDVHVRIVHHLQJZKLFKDUHIDPLOLDUWRXV ,¶OO
H[SORUHWKLVQRZ
, DPVLWWLQJDWP\GHVNZULWLQJ , SDXVH DQGORRNRYHUDWWKH\HOORZ
OHPRQRQWKHGHVN ,WLV IRUWXQDWHO\ DIUHVKOHPRQ ,WLVZHOOLOOXPLQDWHG
KDVDOLYHO\EULJKW\HOORZFRORXU ,WLVXQREVWUXFWHGDQGVLWVRQWKHEURZQ
VXUIDFHRIWKHGHVNLQLVRODWLRQ ,WFDVWVDVKDGRZRQWKHZKLWHZDOOLQWKH
EDFNJURXQG , VHHLW DQG, VHHLWLQWKLVVHWWLQJ DQG, VHHWKHVHWWLQJIRU

ZKDWLWLV , DOVRVHH WKHOHPRQ IRUZKDWLWLV ,QGHVFULELQJWKHFKDUDFWHURI
P\H[SHULHQFH, ZDQWWRVD\ ³LWORRNV\HOORZWRPH´ RU³, VHHLWDV\HOORZ
LQFRORXU´ RU³, VHH LWV \HOORZFRORXU´RU³, VHHLWV \HʃRZ FRORXU´
,QGHVFULELQJWKHFKDUDFWHURIP\H[SHULHQFH, PLVVVRPHWKLQJRXWLI
, GRQ¶WJHWDFURVVKRZ LQP\H[SHULHQFHRIWKHOHPRQ LWORRNVWR KDYH
DFRORXU WKH\HOORZFRORXUSHUFHSWXDOO\PDQLIHVWWRPHVHHPVWRPHWR
EH LQKHUHQW LQWKHOHPRQ ,I, ZHUHWRDWWHPSWWRGHVFULEHWKHFKDUDFWHU
RIP\H[SHULHQFHVLPSO\E\OLVWLQJWKHHQWLWLHVZKLFK, DPSHUFHSWXDOO\
UHODWHGWRħLW LWV\HOORZQHVV DQGVRRQħ, ZRXOGFHUWDLQO\QRWGRMXVWLFH
WRKRZWKLQJVDUHZLWKPHYLVXDOO\ ,WVHHPVWKDWLQWKLVFDVHWKHUHLVD
SKHQRPHQRORJLFDOGDWXPWKDWQHHGVWREHXQGHUVWRRGDQGDFFRXQWHGIRU
SHUWDLQLQJWR IRUZDQWRIDEHWWHUWHUP XQLW\ :HPLJKWVD\ WKHOHPRQ
DQGLWV\HOORZQHVVDUHVRPHKRZDQGLQVRPHVHQVHXQL¿HGLQH[SHULHQFH
ĪLQWKHFRQVFLRXVFKDUDFWHURIH[SHULHQFHī 7KLVVRUWRISKHQRPHQRORJĥ
LFDOIHDWXUHħZKDW,¶OOFDOODµXQLW\ĥDVSHFW¶RIWKHFRQVFLRXVFKDUDFWHURI
WKHH[SHULHQFHħLVQRWVSHFLDOWRWKHFDVH, DPGHVFULELQJ ,WLVFRPPRQ
LQFDVHVRIVHHLQJ 0DQ\FDVHVRIVHHLQJKDYHYDULRXVXQLW\ĥDVSHFWVħHJ
, VHHDUHGFXEHIRUZKDWLWLV P\H[SHULHQFH³H[KLELWV´WKHFXEHDVFXĥ
ELFDQGUHG LWWKXVKDVDFRQVFLRXVFKDUDFWHUZLWKDWOHDVWWZRXQLW\ĥ
DVSHFWVħRQHSHUWDLQLQJWRWKHFXEH¶VEHLQJFXELF WKHRWKHUWRLWVEHLQJ
UHG
, WKLQNWKDWLWLVIDLUWRVD\WKDWLWLVLQSDUWEHFDXVHW\SLFDOFDVHVRI
VHHLQJLQYROYHYLVXDOH[SHULHQFHVZLWKVXFKXQLW\ĥDVSHFWVWKDWUHSUHVHQĥ
WDWLRQDOYLHZVRIWKHFRQVFLRXVFKDUDFWHURIVXFKH[SHULHQFHVDUHYHU\DSĥ
SHDOLQJ DQGSODXVLEOH 7DNH IRULQVWDQFH 0F'RZHOO¶VHDUO\YLHZ ZKLFK
ZHKDYHGLVFXVVHGDWOHQJWK 2IWKHFDVH, DPGLVFXVVLQJ 0F'RZHOOFDQ
VD\WKLV , VHHWKHOHPRQ DQGLWORRNV\HOORZWRPH 7KHUHLVDXQLW\ĥDVSHFW
WRP\H[SHULHQFHKHUH WKH\HOORZVHHPVWREHLQKHUHQWLQWKHOHPRQ 0\
H[SHULHQFHJHWVWRKDYHWKLVFKDUDFWHUWKDQNVWRWKHIDFWWKDWLWV UHSUHVHQĦ
WDWLRQDOFRQWHQW LVWKHFRQFHSWXDOO\FRPSRVHGZRUOGO\IDFW WKDWWKHOHPRQLV
\HʃRZ 7KH FRQWHQW RIWKHH[SHULHQFH ZKLFKLVZKDW RQWKLVYLHZ FRQĥ
VWLWXWHVWKHFRQVFLRXVFKDUDFWHURIWKHH[SHULHQFH UHSUHVHQWVWKHOHPRQ
DVEHLQJ \HOORZ 7KHUHLVVRPHWKLQJOLNHSUHGLFDWLRQDOXQLW\LQWKHFRQĥ
WHQW WKHREMHFWLVUHSUHVHQWHGDVIDOOLQJXQGHUWKHFRQFHSW/(021 LQ
WKHYHU\FRQWHQWRIWKHH[SHULHQFHLWVHOI 7KLVXQLW\LQWKHUHSUHVHQWDĥ
WLRQDOFRQWHQWLVZKDW 0F'RZHOOFDQVD\ DFFRXQWVIRUWKHFRUUHVSRQGĥ
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LQJXQLW\ĥDVSHFWRIWKHFRQVFLRXVFKDUDFWHURIWKHH[SHULHQFH $QGZH
VKRXOGQ¶WIRUJHWWKDW IRU0F'RZHOO LWLVQRWDVLIUHSUHVHQWDWLRQDOFRQĥ
WHQWLVVRPHPHQWDORULQQHUWKLQJ $QGVRLWLVQRWDVLIRQ0F'RZHOO¶V
SLFWXUHXQLW\LVFRQVWUXFWHGLQH[SHULHQFH 7KHFRQWHQWLVDSHUFHSWLEOH
IDFW DQDVSHFWRIKRZWKLQJVDUH 7KHXQLW\LQFRQVFLRXVH[SHULHQFHLV
WKHQMXVWDPDQLIHVWDWLRQRIDQDVSHFWRIKRZWKLQJVDUHDQ\ZD\
7RUHKHDUVHVRPHRIZKDWZHREVHUYHGRI0F'RZHOO¶VYLHZLQWKHSUHĥ
YLRXV&KDSWHU ZHFDQDGGWKLV ,QVHHLQJWKHOHPRQ DQGKDYLQJDQH[SHULĥ
HQFHZLWKWKHFRQWHQW WKDWWKHOHPRQLV\HʃRZ DQGZLWKWKHDIRUHPHQWLRQHG
XQLW\ĥDVSHFWWRLWVFRQVFLRXVFKDUDFWHU LWLVQRWDVLIWKHH[SHULHQFHLQĥ
YROYHV DFWLYH SUHGLFDWLRQ ,WGRHVQ¶WLQYROYHDQH[HUFLVHRIFRQFHSWVVR
DVWKHUHLVFRQFHSWXDOL]DWLRQLQWKHVHQVHLQZKLFKWKDWLVVRPHWKLQJD
VXEMHFWLQWHQWLRQDOO\GRHV ,QWKHH[SHULHQFHWKHUHOHYDQWFRQFHSWXDOFDĥ
SDFLWLHVDUH DFWXDOL]HG VRDVRQHLV SDVVLYHO\ UHFHSWLYHWRWKH\HOORZOHPRQ
DVWKH\HOORZOHPRQLWLV 2QHWDNHVLQWKHOHPRQĪLWEHFRPHVWKHREĥ
MHFWRIRQH¶VSHUFHSWLRQī DQGWDNHVLQĪDVWKHFRQWHQWRISHUFHSWLRQīWKH
ZRUOGO\IDFW WKDWWKHOHPRQLV\HOORZ 7KH IDFW LVFRQFHSWXDO 7KDWLV
ZK\ IRULWWR¿JXUHLQRQH¶VH[SHULHQWLDOVLWXDWLRQ DQGIRUWKHOHPRQWR
EHEHIRUHWKHPLQGDVDQREMHFWRISHUFHSWLRQ H[SHULHQFHKDVWRLQYROYH
WKHDFWXDOL]DWLRQRIFRQFHSWXDOFDSDFLWLHV RQ0F'RZHOO¶VYLHZ
7KHTXHVWLRQLV ZKDWFDQZHVD\ RQEHKDOIRIWKH UHODWLRQDOLVW DERXW
WKHXQLW\ĥDVSHFWWRWKHFRQVFLRXVFKDUDFWHURIWKHH[SHULHQFH, KDYHLQ
VHHLQJWKH\HOORZOHPRQ" ,VLWHQRXJKWRSRLQWRXWMXVWWKDW, VHHWKH
OHPRQ DQG, VHHLWV\HOORZQHVVDQGLQVHHLQJWKHVHHQWLWLHVWKH\DUHFRQĥ
VWLWXHQWVRIP\H[SHULHQFHZKLFKJRLQWRFRQVWLWXWLQJDVSHFWVRILWVFKDUĥ
DFWHU" ,VQ¶WWKLVMXVWWR OLVW ĪVRPHRIīWKHWKLQJV, VHH DQGLQVLVWRQWKHLU
FKDUDFWHUGHWHUPLQLQJUROH ZKLOVWVLPSO\LJQRULQJWKHXQLW\ĥDVSHFW" )RU
WKHUHODWLRQDOLVWWKLQJVGRQ¶WKDYHWREHTXLWHVRVWUDLJKWIRUZDUG 7KHUH
DUHDQXPEHURISRLQWVWRFRQVLGHUZKLFKPLJKWKHOSXVWRVHHWKLV DQG
KHOSXVWRVHHZKDWDUHODWLRQDOLVWDFFRXQWRIWKHXQLW\ĥDVSHFWVRISHUFHSĥ
WXDOFRQVFLRXVQHVVPLJKWORRNOLNH
)LUVW WKHWKLQJVZHDUHFRQVLGHULQJ WKHOHPRQ DQGLWV\HOORZQHVV DUH
QRWWKLQJVWKDWÀRDWIUHHRIHDFKRWKHUDQGUHTXLUHVRPHIRUPRIXQL¿ĥ
FDWLRQ 7KHOHPRQLVQRWDEDUHSDUWLFXODU ,WLVQRWVRPHWKLQJGHYRLGRI
SURSHUWLHV ,QDFWXDOIDFW JLYHQKRZWKLQJVDUHLQWKHZRUOG WKHOHPRQLV
SURSHUWLHGLQFHUWDLQZD\V LQFOXGLQJWKHZD\SHUWDLQLQJWRWKHIDFWWKDWLW
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LV \HʃRZ 7KHOHPRQZKLFK, VHHKDV\HOORZQHVVħWKDWWURSH LIWKDW¶VRXU
WKHRU\ħDVSDUWRILWVĪFRQWLQJHQWīEHLQJ ,QDGLɱHUHQWSRVVLEOHZRUOG LW
ĪRULWVFRXQWHUSDUWīPD\EHTXLWHGLɱHUHQWĪLWPLJKWEHUHGī $QGLQWKLV
ZRUOGWKHOHPRQ ZDV GLɱHUHQWħZKHQLWZDVXQULSHLWZDVJUHHQ $QGLQ
WKLVZRUOGLWPLJKWDJDLQEHGLɱHUHQWĪZKHQLWJRHVPRXOG\ LWDFTXLUHV
DEURZQLVKĥJUH\FRORXUī %XWLW KHUHDQGQRZ LV\HOORZ <HOORZQHVV GRHV
LQKHUHLQWKHOHPRQ 7KHOHPRQLVDSDUWLFXODUWKLQJ SURSHUWLHGLQPDQ\
ZD\V
7KHOHPRQKDV\HOORZQHVVDVSDUWRILWVEHLQJ +DYLQJVDLGWKLVPXFK
WKHUHODWLRQDOLVWFDQWKHQDGGWKDWLQP\YLVXDOSHUFHSWLRQRIWKH\HOORZ
OHPRQ, VHHDSDUWLFXODUZKLFKLVĪLQIDFWīSURSHUWLHGDVVXFK 7KHUHODĥ
WLRQDOLVWFDQWKHQH[SORLWWKLVWRWKHLUDGYDQWDJHLQH[SODLQLQJKRZWKH
OHPRQLWVHOIFDQJRLQWRGHWHUPLQLQJWKHFRQVFLRXVFKDUDFWHURIP\H[SHĥ
ULHQFH DQG LPSRUWDQWO\ LWVXQLW\ĥDVSHFWV 7KHUHODWLRQDOLVWFDQVD\WKDW
ZKHQ, VHHWKHOHPRQ DQGWKHFRQVFLRXVFKDUDFWHURIP\H[SHULHQFHKDV
WKHXQLW\ĥDVSHFWSHUWDLQLQJWR³\HOORZQHVVLQKHULQJLQWKHOHPRQ´RU³WKH
OHPRQEHLQJ\HOORZ´ LWLVSDUWO\EHFDXVH, DPSHUFHSWXDOO\UHODWHG LQD
QRQĥUHSUHVHQWDWLRQDOZD\ WRWKH OHPRQSURSHUWLHGDVVXFKħWKHOHPRQ TXD
\HʃRZ OHPRQ 7KDWLV WKHXQLW\ZKLFKLVDQDVSHFWRIWKHEHLQJRIWKH
OHPRQLVSDUWRIZKDWGHWHUPLQHVWKHFRQVFLRXVFKDUDFWHURIP\H[SHULĥ
HQFHLQP\EHLQJDFTXDLQWHGZLWKWKHOHPRQħLQWKHFDVHLQTXHVWLRQ ,
FDQUHSRUWRQP\SHUFHSWXDOVLWXDWLRQE\VD\LQJWKDW, VHHDOHPRQ DQG
, VHHLWV\HOORZQHVV $QGWKLV OHW¶VVXSSRVH LVDOOTXLWHWUXH %XWWKLV
DUHODWLRQDOLVWFDQVD\ LVWUXH LQWKHFDVHLQTXHVWLRQ EHFDXVH, VHHD
\HʃRZOHPRQħWKDWLV DSDUWLFXODUZKLFKLVSURSHUWLHGLQWKDWLWLQYROYHV
\HOORZQHVVDVDQDVSHFWRILWVEHLQJ
6KRUWO\ ,¶OOPHQWLRQVRPHVLPLODULWLHVEHWZHHQWKLVZD\RIDFFRXQWLQJ
IRUWKHXQLW\ĥDVSHFWVLQH[SHULHQFH DQGWKH0F'RZHOOLDQDFFRXQWMXVW
FRQVLGHUHG %XWEHIRUHGRLQJVRKHUHDUHVRPHLPSRUWDQWTXDOL¿FDWLRQV
7KHLGHDKHUHLVQRWWKDWZKHQHYHURQHVHHVDSDUWLFXODUZKLFKLVSURSĥ
HUWLHGLQZD\ F WKHQRQH¶VH[SHULHQFHZLOO DVLWZHUH ³H[KLELW´WKHSDUĥ
WLFXODUWRRQHDVDQ F WKLQJ Ī7RSXWLWDQRWKHUZD\ WKHLGHDLVQRWWKDW
ZKHQHYHURQHVHHVDSDUWLFXODUZKLFKLVSURSHUWLHGLQZD\ F WKHQRQH
ZLOOKDYHDQH[SHULHQFHRIWKHSDUWLFXODUZKLFKKDVDXQLW\ĥDVSHFWWRLWV
FRQVFLRXVFKDUDFWHUSHUWDLQLQJWRWKHSDUWLFXODU¶VEHLQJ Fī )RUDVWDUW
WKHDFFRXQWDSSOLHVRQO\WRSURSHUWLHVZKLFKZHWDNHWREHYLVLEOHLQWKH

SKHQRPHQRORJLFDOVHQVH :HPLJKWTXLEEOHDERXWZKLFKIHDWXUHVWRLQĥ
FOXGHLQWKLVFDWHJRU\ DQGZKLFKQRW %XWKRZHYHUWKLVJHWVUHVROYHG ZH
GRRUGLQDULO\WKLQNWKDWVRPHIHDWXUHVGH¿QLWHO\DUHYLVLEOHLQWKLVVHQVH
DQGZHGRRUGLQDULO\WKLQNWKDWVRPHIHDWXUHVGH¿QLWHO\DUHQRWYLVLEOHLQ
WKLVVHQVH
)RULQVWDQFH WKH\HOORZQHVVRIWKHOHPRQZH¶YHEHHQFRQVLGHULQJLV
YLVLEOH EXWLWVDWRPLFVWUXFWXUHLVQ¶W Ī2IFRXUVH RQHPLJKWUHSUHVHQWDQ
DWRPLFVWUXFWXUHLQVRPHZD\ LQDGLDJUDPRUSLFWRULDOPRGHO EXWZKDW
LVWKXVYLVLEOHLVWKHUHSUHVHQWDWLRQ QRWWKHUHSUHVHQWDWXP UDWKHUOLNH
ZLWKQXPEHUVDQGUHSUHVHQWDWLRQVRIQXPHUDOVī 7KHOHPRQEHIRUHPH
KDVDWRPLFVWUXFWXUH A 6R LQVHHLQJLW, VHHDOHPRQĥZLWKĥAħ, VHHD
SDUWLFXODUZKLFKLVSURSHUWLHGLQWKDWZD\ 7KHUHODWLRQDOLVWZLOODGGWKDW
, WKHUHIRUHVWDQGLQDQRQĥUHSUHVHQWDWLRQDOUHODWLRQRIDFTXDLQWDQFHWRD
OHPRQĥZLWKĥA , KDYHDQH[SHULHQFHZLWKDFHUWDLQFRQVFLRXVFKDUDFWHU
GHWHUPLQHGDWOHDVWLQSDUWE\WKHOHPRQĥZLWKĥA ZKLFKLVDFRQVWLWXHQW
RIP\H[SHULHQFH 'R, WKHUHIRUHKDYHDQH[SHULHQFHWKHFRQVFLRXVFKDUĥ
DFWHURIZKLFKLQYROYHVDXQLW\ĥDVSHFWSHUWDLQLQJWRWKHOHPRQ¶V EHLQJ A"
6XUHO\QRW 7KDWDVSHFWRIWKHOHPRQ¶VEHLQJGRHVQ¶W DVLWZHUH ³VKRZ
XS´LQP\H[SHULHQFH 7KHUHODWLRQDOLVWLVQ¶WFRPPLWWHGRWKHUZLVH IRU
WKHDFFRXQWDSSOLHVRQO\WRYLVLEOH FV Ī$QGDSURSRQHQWRID0F'RZĥ
HOOLDQYLHZZLOOKDYHWRVD\VRPHWKLQJVLPLODULQDQVZHULQJWKHTXHVWLRQ
ZK\LVLWWKDWZKHQ, VHHWKHOHPRQ WKHIDFWWKDW LWKDVVXFKĦDQGĦVXFKDQ
DWRPLFVWUXFWXUH LVQRWYLVXDOO\PDQLIHVWWRPH" $WOHDVWSDUWRIWKHDQVZHU
LVSUHVXPDEO\WKDWVXFKIDFWVGRQ¶WLQYROYH YLVLEOH IHDWXUHVī
%XWHYHQLIZHUHVWULFWWKHUDQJHRI FVWRYLVLEOH FV WKHQWKHUHODWLRQĥ
DOLVWVWLOOLVQ¶WFRPPLWWHGWRWKHLGHDWKDWZKHQHYHURQHVHHVDSDUWLFXODU
ZKLFKLVSURSHUWLHGLQZD\ F WKHQRQH¶VH[SHULHQFHZLOO DVLWZHUH ³H[ĥ
KLELW´WKHSDUWLFXODUWRRQHDVDQ F WKLQJ 7KHDFFRXQWDSSOLHVRQO\WR
WKRVH FVZKLFKDUHYLVLEOHWRRQH ɷRPRQH·VYDQWDJHSRLQW 7KHDFFRXQWDSĥ
SOLHV WRSXWLWDQRWKHUZD\ RQO\WRWKRVHIHDWXUHVRIWKHSDUWLFXODUZKLFK
RQHVHHVLQVHHLQJWKHSDUWLFXODU $QG RIFRXUVH ZKLFKIHDWXUHVRI x DUH
VHHQLQVHHLQJ x LVVRPHWKLQJZKLFKLVKRVWDJHWRDOOVRUWVRIIDFWRUV WRGR
ZLWK HJ WKHSDUWLFXODULQTXHVWLRQĪDQGKRZLWORRNVī SHUFHSWXDOVHQĥ
VLWLYLWLHV HQYLURQPHQWDOFRQGLWLRQVDQGVRRQ :LWKP\JODVVHVRQWKH
GHWHUPLQDWHVKDSHV RIVRPHGLVWDQWREMHFWVDUHYLVLEOHWRPH WKLVLVRIWHQ
QRWWKHFDVHZKHQ, WDNHP\JODVVHVRɱ HYHQWKRXJK, FDQVWLOOVHHWKH
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REMHFWV Ī$QGDJDLQDSURSRQHQWRID0F'RZHOOLDQYLHZZLOOKDYHWRVD\
VRPHWKLQJVLPLODULQDQVZHULQJWKHIROORZLQJTXHVWLRQDERXWDFDVHZKHUH
, VHHDQREMHFW ZKLFKLV F DQGZKHUH F LVDYLVLEOHIHDWXUH EXWZKHUH,
GRQ¶WVHHLWWREH F ZK\LVLWWKDWZKHQ, VHHWKLVREMHFWWKHIDFWWKDWLWLV
F LVQRWYLVXDOO\PDQLIHVWLQP\H[SHULHQFH" 3UHVXPDEO\WKHDQVZHUZLOO
PDNHUHIHUHQFHWRWKHIDFWWKDWWKHREMHFW¶V FĥQHVVLVQRWYLVLEOHIURPP\
YDQWDJHSRLQWħIRUSHUKDSV F LVDGHWHUPLQDWHVKDSHSURSHUW\ DQGWKH
REMHFWLVGLVWDQW DQG, WDNHRɱP\JODVVHVī
$ IXUWKHUTXDOL¿FDWLRQLVWKDWWKHLGHDLVQRWWKDWLIRQHVHHVDSDUWLFĥ
XODUZKLFKLVSURSHUWLHGLQZD\ F DQGVHHVWKHSDUWLFXODU·V FĦQHVV WKHQRQH¶V
H[SHULHQFHZLOO DVLWZHUH ³H[KLELW´WKHSDUWLFXODUWRRQHDVDQ F WKLQJ
:HFDQEULQJWKLVRXWE\FRQVLGHULQJLOOXVRU\FRQMXQFWLRQV 5REHUWVRQħD
QHXURVFLHQWLVWZKRKDVZRUNHGZLWKLQGLYLGXDOVZKRDUHVXVFHSWLEOHWRLOĥ
OXVRU\FRQMXQFWLRQVħGHVFULEHVDW\SLFDOH[DPSOHRIDQLOOXVRU\FRQMXQFĥ
WLRQDVIROORZV
)RULQVWDQFH FRORUDQGVKDSHFDQEHGHWHFWHGLQGHSHQGHQWO\
DQGPLVFRQMRLQHGLQSHUFHSWLRQWRIRUPDQHUURQHRXVO\FROĥ
RUHG³REMHFW´ )RULQVWDQFH ZKHQVKRZQDEULHISUHVHQWDWLRQ
RIDUHG$ DQGDEOXH%SDUWLFLSDQWVPLJKWEHTXLWHFRQ¿GHQW
WKH\VDZDUHG% DQGDEOXH$ Ī S ī
6XFKFDVHV VRGHVFULEHG DUHUHDVRQDEO\LQWHUSUHWHGLQWKLVZD\ DQLQGLĥ
YLGXDOVHHVDQREMHFWZKLFKKDVDQ$ VKDSH DQGVHHVDQRWKHUREMHFWZKLFK
KDVD% VKDSH WKHLQGLYLGXDOVHHV$¶VUHGQHVV DQGVHHV%¶VEOXHQHVV VWLOO
WKH$ REMHFWGRHVQ¶WORRNUHGWRWKHLQGLYLGXDO DQGWKH% REMHFWGRHVQ¶W
ORRNEOXHWRWKHLQGLYLGXDO 6R SODXVLEO\ LOOXVRU\FRQMXQFWLRQFDVHVDUH
FDVHVZKHUHDQLQGLYLGXDO S VHHVDQREMHFW a ĪSURSHUWLHGLQZD\ Fī DQG
VHHVWKH FĥQHVVRI a \HWZKHUHWKHUHLVQRXQLW\ĥDVSHFWLQ S ¶VH[SHULHQFH
FRUUHVSRQGLQJWRWKHIDFWWKDW a LV F 7KXVLWFDQ¶WEHWKDW ZKHQHYHU RQH
VHHVDSDUWLFXODUZKLFKLVSURSHUWLHGLQZD\ F DQGVHHVWKHSDUWLFXODU·V FĦQHVV
WKHQRQH¶VH[SHULHQFHZLOO DVLWZHUH³H[KLELW´WKHSDUWLFXODUWRRQHDVDQ
F WKLQJħHYHQLIWKDWLVWKHQRUP
)RUWKHUHODWLRQDOLVW HYHQLIDSURSHUWLHGSDUWLFXODUħDQ aĥZKLFKĥLVĥ
FħDQGDWURSHħa¶V FĥQHVVħDUHFRQVWLWXHQWVRIP\H[SHULHQFH WKDW
ZRQ¶WDGGXSWRP\H[SHULHQFHKDYLQJDXQLW\ĥDVSHFWSHUWDLQLQJWR a¶V
EHLQJ F &HUWDLQRWKHUFRQGLWLRQVQHHGWREHVDWLV¿HG 6RPHRIWKHVH

ZLOOEHHPSLULFDOHQDEOLQJFRQGLWLRQV )RULQVWDQFH FRQGLWLRQVZKLFK
HQVXUHWKHSURSHUIXQFWLRQLQJRIWKHYLVXDOV\VWHP
6RPH RI  WKHVH  FRQGLWLRQV  VSHFL¿FDOO\  FRQFHUQ  WKH  FDXVDO  XQGHUĥ
SLQQLQJV  RI  H[SHULHQFH¶V  KDYLQJ  FRQVFLRXV  FKDUDFWHUV ZKLFK KDYH
XQLW\ĥDVSHFWV 8QOHVVWKHUHOHYDQWFRQGLWLRQVDUHVDWLV¿HG RQHZRQ¶W
KDYHDQH[SHULHQFHZLWKXQLW\ĥDVSHFWVRURQHZLOOKDYHDQH[SHULHQFH
LQZKLFKVRPHWKLQJKDVJRQHZURQJLQWKHXQLW\ĥDVSHFWVħHYHQLIWKH
UHOHYDQW SURSHUWLHGSDUWLFXODU  LV D FRQVWLWXHQWRI WKHH[SHULHQFH ,Q
LOOXVRU\ FRQMXQFWLRQ FDVHV WKHUHODWLRQDOLVW FDQVD\ WKDW WKHUHOHYDQW
SURSHUWLHGSDUWLFXODU LV DFRQVWLWXHQWRIWKHH[SHULHQFH EXWVRPHRIWKH
VSHFL¿FFRQGLWLRQVUHTXLUHGIRUWKHSUHVHQFHRIYHULGLFDOXQLW\ĥDVSHFWV
DUHQ¶WVDWLV¿HG Ī$ SURSRQHQWRID0F'RZHOOLDQYLHZWRRZLOOKDYHWRVD\
VRPHWKLQJVLPLODU 7KH0F'RZHOOLDQFDQVD\WKDWZKHQWKHVXEMHFWRI
WKHLOOXVRU\FRQMXQFWLRQVHHVWKHUHG$ VKDSH VKHGRHVQ¶WVHHLWDVUHG
DQGVRWKHIDFWWKDWLWLVUHGLVQRWYLVXDOO\PDQLIHVWWRKHU :K\QRW"
%HFDXVHWKHVSHFL¿FHQDEOLQJFRQGLWLRQVUHTXLUHGIRUWKHSUHVHQFHRI
YHULGLFDOXQLW\ĥDVSHFWVLQH[SHULHQFHDUHQRWVDWLV¿HGī
:KDWWKHVHHPSLULFDOFRQGLWLRQVDUHLVDPDWWHUIRUYLVLRQVFLHQFH
2QHSODXVLEOHLGHDUHJDUGLQJVXFKFRQGLWLRQVFRPHVIURPUHÀHFWLRQRQ
WKHVRWKHVRĥFDOOHGµELQGLQJSUREOHP¶ 7KHELQGLQJSUREOHPLVDSUREĥ
OHPDERXWKRZWKHYLVXDOV\VWHPSURGXFHVXQL¿HGSHUFHSWLRQVRIREMHFWV
JLYHQWKDWLWSURFHVVHVYLVXDOLQIRUPDWLRQDERXWWKHIHDWXUHVRIVLQJOHREĥ
MHFWVLQLQGHSHQGHQWVWUHDPV $V&DPSEHOOQRWHV GUDZLQJRQ =HNLĪī
µWKHUHLVPXFKFRQYHUJLQJHYLGHQFHWKDWGLɱHUHQWSURSHUWLHVRIDQREMHFW
VXFKDVFRORXU VKDSH PRWLRQ VL]H RURULHQWDWLRQDUHSURFHVVHGLQGLIĥ
IHUHQWSURFHVVLQJVWUHDPV¶Ī S ī 6R WRGHOLYHUWKHSHUFHSWLRQV
LWGRHVħZLWKWKHLUXQLW\ĥDVSHFWVħWKHYLVXDOV\VWHPVQHHGVWR ELQG DVLW
ZHUH SURSHUWLHVLQWKHULJKWZD\ DµVSHFL¿FFRORXUDQGVKDSH IRUH[DPĥ
SOH KDYHWREHSXWWRJHWKHUDVWKHFRORXUDQGVKDSHRIDVLQJOHREMHFW
MXVWZKHQWKH\DUHWKHFRORXUDQGVKDSHRIDVLQJOHREMHFW :HGRQRW
KDYHSHUFHSWLRQRIDQLQGLYLGXDOREMHFWXQWLOWKLV%LQGLQJ3UREOHPKDV
EHHQVROYHG«¶Ī&DPSEHOO S ī Ī1RWHWKDWWKHSUREOHPWKDWWKHYLVXDO
V\VWHPKDVWRVROYHLVDFWXDOO\QRWDVVWUDLJKWIRUZDUGDVP\SUHVHQWDWLRQ
KHUHVXJJHVWV LWZLOOVHUYHRXUSXUSRVHV EXWIRUDPRUHGHWDLOHGGLVFXVĥ
VLRQ DQGDGLVWLQFWLRQEHWZHHQ VHYHQ W\SHVRIELQGLQJ VHH 7UHLVPDQ 
7KHGLVFXVVLRQDOVRFRQWDLQVXVHIXOVXPPDULHVRISV\FKRORJLFDOUHVHDUFK

DQGGLVFXVVLRQRIGLɱHUHQWK\SRWKHVHVUHJDUGLQJVROXWLRQVWRWKHELQGLQJ
SUREOHPVī
2QHZHOOVXSSRUWHGK\SRWKHVLVDERXWKRZWKHYLVXDOV\VWHPVROYHVWKH
ELQGLQJSUREOHPLV7UHLVPDQ¶V)HDWXUH,QWHJUDWLRQ7KHRU\ĪVHHHVSHFLDOO\
7UHLVPDQĪī 7UHLVPDQDQG*HODGHĪīī &DPSEHOORɱHUVDKHOSIXO
VXPPDU\LQWKHIROORZLQJSDVVDJH
Ĭ7UHLVPDQ¶VWKHRU\KROGVWKDWĭWKHUHLVLQWKHYLVXDOV\VWHP
DµPDVWHUPDS¶RIORFDWLRQV ZKLFKLVVFDQQHGE\DZLQGRZ
ĪYDULDEOHLQVL]HīRIDWWHQWLRQ«:KHQWKHZLQGRZVHOHFWVD
SDUWLFXODUORFDWLRQRQWKHPDVWHUPDS WKHIHDWXUHVFXUUHQWO\
IRXQGDWWKDWORFDWLRQRQDOOWKHYDULRXVVSHFLDOL]HGIHDWXUH
PDSVDUHVHOHFWHG SXWWRJHWKHUWRFRQVWLWXWHDQµREMHFWWRĥ
NHQ¶ DQGFRPSDUHGWRVWRUHGUHSUHVHQWDWLRQVVRWKDWWKHREĥ
MHFWFDQEHFDWHJRUL]HG«6SDWLDODWWHQWLRQLQ7UHLVPDQ¶VVHQVH
LQYROYHVWKHVLQJOLQJRXWRIDVLQJOHORFDWLRQRQWKHPDVWHU
PDSRIORFDWLRQV VRWKDWDOOIHDWXUHVDWWKHVHOHFWHGORFDWLRQ
FDQEHERXQGWRJHWKHUDVIHDWXUHVRIDVLQJOHWKLQJ 7KHUHLV
QRYHU\HYLGHQWUHDVRQWRWKLQNWKDWVSDWLDODWWHQWLRQLQWKLV
VHQVHPXVWEHDSKHQRPHQRQRIFRQVFLRXVQHVV«7KLVNLQGRI
VSDWLDODWWHQWLRQLVDSUHFRQGLWLRQRIFRQVFLRXVQHVVĬHJ VHHĥ
LQJĭRIDQREMHFW 7KHIHDWXUHVPXVWEHERXQGIRUWKHUHWREH
H[SHULHQFHRIWKHWKLQJ %XWWKHVSDWLDODWWHQWLRQLWVHOIPD\
EHDUHODWLYHO\ORZĥOHYHOSKHQRPHQRQĪ S  6HHDOVR
&DPSEHOO  DQG 0DUWLQĪīIRUDQHDUOLHUGLVFXVVLRQRI
WKHUROHDQGQDWXUHRIDWWHQWLRQLQWKLVFRQWH[Wī
6R RQHEDVLFDVSHFWRI7UHLVPDQ¶VWKHRU\ WRSXWLWURXJKO\ LVWKDWWKHIHDĥ
WXUHVSURFHVVHGLQGHSHQGHQWO\E\WKHYLVXDOV\VWHPDUHDVVLJQHGLPSOLFLW
ORFDWLRQLQIRUPDWLRQ WKDWLV LQIRUPDWLRQDERXWZKHUHLQWKHHQYLURQĥ
PHQWWKH\DUHORFDWHG 7KLVDOORZVWKHYLVXDOV\VWHPWRVROYHWKHELQGLQJ
SUREOHPE\ELQGLQJWRJHWKHUIHDWXUHVIRXQGDWWKHVDPHORFDWLRQDVIHDĥ
WXUHVRIDVLQJOHREMHFW $V&DPSEHOOQRWHVµLI LQRQHVWUHDP UHGQHVVLV
IRXQGDWDSDUWLFXODUORFDWLRQ DQG LQDQRWKHUVWUHDP VTXDUHQHVVLVIRXQG
DWWKDWSODFH WKHQWKHUHGQHVVDQGVTXDUHQHVVZRXOGEHSXWWRJHWKHU VR
WKDW\RXKDYHSHUFHSWLRQRIDUHGVTXDUH¶Ī S ī

:LWKUHVSHFWWRLOOXVRU\FRQMXQFWLRQVWKHK\SRWKHVLVLVWKDWVRPHĥ
WKLQJJRHV ZURQJ LQWKLVELQGLQJSURFHVVVXFKWKDWIHDWXUHVWKDWGRQ¶W
EHORQJWRREMHFWVJHWERXQGWRWKHP 7KHUHODWLRQDOLVWFDQVD\WKDWLI
ELQGLQJJRHVZURQJLQVRPHZD\WKHQRQH¶VYLVXDOH[SHULHQFHVRIWKH
WKLQJVRQHVHHVPD\KDYHYHU\SHFXOLDUFKDUDFWHUV 7KLVLVZKDWKDSSHQV
LQLOOXVRU\FRQMXQFWLRQFDVHV ,QVXFKFDVHV RQHKDVDQH[SHULHQFHZKLFK
ODFNVDXQLW\ĥDVSHFWSHUWDLQLQJWRDELWRIUHDOZRUOGXQLW\ ZKLFKLWPLJKW
RWKHUZLVHKDYHKDGLIWKHYLVXDOV\VWHPZDVIXQFWLRQLQJSURSHUO\ZLWK
UHVSHFWWRELQGLQJ 2QHVHHVWKHUHG$ VKDSHGWKLQJ WKXV RQWKHUHODĥ
WLRQDOLVWYLHZ WKHSURSHUWLHGSDUWLFXODU$ĥZKLFKĥLVĥUHGLVDFRQVWLWXHQWRI
RQH¶VH[SHULHQFH ,WDOVRFRQVWLWXWLYHO\GHWHUPLQHVWKHFKDUDFWHURIRQH¶V
H[SHULHQFHLQDQXPEHURIZD\VĪHJ WKDWSHUWDLQLQJWRWKHIDFWWKDWZKDW
RQHVHHVORRNVWRRQHOLNHDQ $ VKDSHGWKLQJī %XWLQWKHFLUFXPVWDQFHV
ZKHUHRQH¶VYLVXDOV\VWHP¶VFDSDFLWLHVIRUELQGLQJKDYHEURNHQGRZQ WKH
$ĥZKLFKĥLVĥUHGLVQRWDEOHWRWRGHWHUPLQHWKDWWKHFRQVFLRXVFKDUDFWHU
RIRQH¶VH[SHULHQFHUHYHDOVWKH$ DVWKH UHG WKLQJLWLV ,WGRHVQ¶WJLYHRQH¶V
H[SHULHQFHWKDWXQLW\ĥDVSHFW
7KHLPSRUWDQWSRVLWLYHSRLQWIRUWKHUHODWLRQDOLVWLVWKDWZKHQDOOLV
JRLQJ ZHʃ DQGFDVHVRIVHHLQJFRQVWLWXWHH[SHULHQFHVZLWKWKHVRUWVRI
XQLW\ĥDVSHFWVZHKDYHEHHQFRQVLGHULQJ WKHQ VXFK XQLW\ĥDVSHFWVDUHFRQĥ
VWLWXWLYHO\GHWHUPLQHGE\DQDVSHFWRIWKHZRUOGZKLFKKDVXQLW\DVDQ
DVSHFWRILWVEHLQJħDSURSHUWLHGSDUWLFXODU 6XFKSDUWLFXODUVJHWWRSOD\
WKLVUROHE\EHLQJSUHVHQWLQH[SHULHQFH E\EHLQJRQWKHHQGRIWKHQRQĥ
UHSUHVHQWDWLRQDOUHODWLRQDWWKHKHDUWRIWKHUHODWLRQDOLVWSURSRVDO ,WLVQR
REMHFWLRQWRWKLVSLFWXUHWRQRWHWKDWWKHVHSDUWLFXODUVSOD\WKLVUROHRQO\
LQFHUWDLQDSSURSULDWHFRQGLWLRQV VSHFL¿FWRH[SHULHQFHVKDYLQJXQLW\ĥ
DVSHFWVħHJ ZKHQWKHUHDUHQRELQGLQJSUREOHPV
6LQFHSURSHUWLHGSDUWLFXODUV DUH DVSHFWV RI  WKHZRUOGħWKH\HOORZ
OHPRQLV REYLRXVO\ DQDVSHFWRIWKHZRUOGħWKLVUHODWLRQDOLVWSURSRVDOLV
VLPLODUWR0F'RZHOO¶VSURSRVDO 6LQFH DVQRWHGDERYH RQ0F'RZHOO¶V
SURSRVDO DVSHFWVRI WKHZRUOG GHWHUPLQH  WKH XQLW\ĥDVSHFWV RI H[SHULĥ
HQFHV 6R IRUWKHUHODWLRQDOLVW DVIRU0F'RZHOO WKHXQLW\LQFRQVFLRXV
H[SHULHQFHĪLQFDVHVRIVHHLQJīLVMXVWDPDQLIHVWDWLRQRIDQDVSHFWRIKRZ
WKLQJVDUHDQ\ZD\
$OWKRXJK  WKH  UHODWLRQDOLVW  DQG 0F'RZHOO  DJUHH RQ  WKLV WKHUH  LV
DVXEVWDQWLYHGLɱHUHQFH OXUNLQJKHUH )RUWKHUHODWLRQDOLVW , WDNH LW

HLWKHUGRHVWKLQNRIWKHZRUOGDVFRQFHSWXDOLQWKHZD\WKDW0F'RZHOO
GRHV EXWWKHQGHQLHV FRQWUD0F'RZHOO WKDWSHUFHSWXDOFRQWDFWZLWK
DVSHFWVRIWKHZRUOGLQYROYHVUHSUHVHQWDWLRQDQGWKHDFWXDOL]DWLRQRI
FRQFHSWXDOFDSDFLWLHV 2UHOVH DQGWKLV, WDNHLWLVWKHPRUHOLNHO\YLHZ
WKHUHODWLRQDOLVWVLPSO\GRHVQ¶WVKDUHDFRQFHSWLRQRIWKHZRUOGDVWKH
WRWDOLW\ RI FRQFHSWXDOO\ VWUXFWXUHGIDFWV 7KXVWKHUHFDQEHJHQXLQH
SHUFHSWXDOFRQWDFWZLWKDVSHFWVRIWKHZRUOG IRUWKHUHODWLRQDOLVW HYHQ
ZLWKRXWUHSUHVHQWDWLRQDQGWKHDFWXDOL]DWLRQRIFRQFHSWXDOFDSDFLWLHV
,QOLQHZLWKWKLV WKHUHODWLRQDOLVWZLOO HPSKDVL]HWKDWWKHSURSHUWLHG
SDUWLFXODU WKH OHPRQĥZKLFKĥLVĥ\HOORZ LV QRW WKH IDFW WKDWWKHOHPRQLV
\HOORZ ,W LV QRWDV LI ZHDUHIRUFHG LQRQWRORJ\RUPHWDSK\VLFV WR
FKRRVHEHWZHHQFRQFHSWXDOO\VWUXFWXUHGIDFWV DQGEDUHSDUWLFXODUV 7KH
OHPRQĥZKLFKĥLVĥ\HOORZLVQHLWKHUVRUWRIWKLQJ ,WLVDSDUWLFXODUWKLQJ
ZKLFKKDV\HOORZQHVVDVSDUWRILWVEHLQJ ,WLVQRWDPRUSKRXV RUEDUH
EXW  LW  LV QRW SURSRVLWLRQDOO\  VWUXFWXUHG HLWKHUħLW  LV QRW  D SRWHQWLDO
FRQWHQWRIMXGJHPHQW RUEHOLHIOLNH0F'RZHOOLDQIDFWVDUH ,WLVD\HOORZ
OHPRQ
, EHJDQWKLV ELW RI  WKHGLVFXVVLRQE\QRWLQJWKDW  LQ FDVHV RI  VHHLQJ
RXUH[SHULHQFHVRIWHQKDYHXQLW\ĥDVSHFWVWRWKHLUFRQVFLRXVFKDUDFWHUV
,QVHHLQJWKH\HOORZOHPRQIRUZKDWLWLV P\H[SHULHQFHKDVDFRQVFLRXV
FKDUDFWHUZKLFKKDVDXQLW\ĥDVSHFWSHUWDLQLQJWRWKHIDFWWKDWWKHOHPRQ
LVLQGHHG\HOORZ , PLJKWGHVFULEHWKLVE\VD\LQJ³, VHHLW DV\HʃRZ´RU
³LWORRNVWRPHWREH\HOORZ´ DQGVRRQ ,WLVYHU\WHPSWLQJWRVXSSRVH
WKDWWKLVVKRXOGEHDFFRXQWHGIRULQWHUPVRIH[SHULHQFH¶V UHSUHVHQWLQJ
WKH OHPRQ DVEHLQJ \HOORZ ,QWKH0F'RZHOOLDQYHUVLRQRI WKLV YLHZ
VXFKUHSUHVHQWDWLRQFRQVLVWVLQWKHIDFWWKDWWKHOHPRQLV\HOORZEHLQJ
PDQLIHVW  LQ P\ YLVXDO  H[SHULHQFH 5HSUHVHQWDWLRQDO YLHZV SURYLGH D
SODXVLEOHDFFRXQWRIWKHXQLW\ĥDVSHFWVRIFRQVFLRXVH[SHULHQFHV %XW ,
KDYHWULHGWRVXJJHVW WKHUHLVDFRKHUHQWUHODWLRQDOLVWZD\RIDFFRXQWLQJ
IRU  WKHVH DVSHFWV RI FRQVFLRXV H[SHULHQFHV WRR 2QWKHUHODWLRQDOLVW
DFFRXQW XQLW\LQH[SHULHQFHLVMXVWDPDQLIHVWDWLRQRIDQDVSHFWRIKRZ
WKLQJVDUHDQ\ZD\ 7KLVLVFRPPRQJURXQGZLWK0F'RZHOO¶VDFFRXQW
%XWWKHUHODWLRQDOLVWWKLQNVWKDWWKLVFDQEHWKHFDVHHYHQZLWKRXWDSSHDO
WRUHSUHVHQWDWLRQDQGDFWXDOL]DWLRQRIUHSUHVHQWDWLRQDOFDSDFLWLHV 7KH
UHOHYDQWDVSHFWRIWKHZRUOGLVħRQRQHYHUVLRQħQRQĥFRQFHSWXDO $QGLW

JHWVLQWRWKHH[SHULHQWLDOVLWXDWLRQWKDQNVWRDSHUFHLYHU¶VEHLQJUHODWHG
WRLWLQDQRQĥUHSUHVHQWDWLRQDODQGQRQĥFRQFHSWXDOZD\ ,QSURSLWLRXV
FLUFXPVWDQFHV LWV XQLW\ZLOOEHSDUWRIZKDWGHWHUPLQHVWKHFRQVFLRXV
FKDUDFWHURIWKHSHUFHLYHU¶VH[SHULHQFH
,I, DPULJKW LWVHHPVWKDWDUHODWLRQDOYLHZRIVHHLQJ DV,¶PXQGHUĥ
VWDQGLQJWKDW FDQFDSWXUHVRPHFUXFLDODVSHFWVRIRXURUGLQDU\FRQFHSĥ
WLRQRIVHHLQJ :KHWKHUDUHODWLRQDOYLHZLVXOWLPDWHO\SODXVLEOHLV RI
FRXUVH DIXUWKHUTXHVWLRQ 2QHFKDOOHQJHIRUVXFKYLHZVFRQFHUQVKRZ
WKH\FDQFDSWXUHFDVHVRIVHHLQJZKLFKDUH LʃXVLRQV ĪLQFOXGLQJWKRVHFDVHV
RILOOXVRU\FRQMXQFWLRQPHQWLRQHGDERYH ZKHUHWKHUHLVDQ LʃXVRU\ XQLW\ĥ
DVSHFWLQSOD\ī , WDNHLWWKDWWKHFKDOOHQJHLVWKRXJKWWREHVRPHWKLQJ
OLNHWKLV ,I, VHHD\HOORZOHPRQ EXWLWORRNVJUHHQWRPH KRZFDQZHDFĥ
FRXQWIRUWKDWLQWKHUHODWLRQDOLVWIUDPHZRUN" ,QWHUPVRIWKHSUHVHQFHRI
WKHSURSHUWLHGSDUWLFXODUZKLFKLVWKHĥOHPRQĥZKLFKĥLVĥJUHHQĪDVLQQRQĥ
LOOXVRU\FDVHVī" 6XUHO\QRW IRUWKHOHPRQLVQRWJUHHQ 6RKRZ" %XW,
ZDQWWREUDFNHWWKLVDQGRWKHULVVXHVWKDWPLJKWDULVHIRUVXFKYLHZV )RU
, ZDQWWRGLVFXVVKRZVXFKYLHZVFDQFDSWXUHYLVXDOSHUFHSWLRQ¶VUHDVRQ
JLYLQJUROH Ī,WVHHPVWRPH IRUZKDWLW¶VZRUWK WKDWWKHUHDUHDQXPEHURI
SODXVLEOHZD\VIRUUHODWLRQDOLVWVWRGHDOZLWKVXFKFKDOOHQJHVDQ\ZD\ VHH
HJ 7UDYLVĪī %UHZHUĪī 0DUWLQĪīDQG .DOGHURQĪEīī
 5HDVRQ*LYLQJRQWKH5HODWLRQDO9LHZ
, QRZZDQWWRVXJJHVWWKDWZLWKWKHYHUVLRQRIWKHUHODWLRQDOLVWYLHZRI
VHHLQJWKDW,¶YHRXWOLQHGLQKDQGZHFDQFDSWXUHKRZVHHLQJLVUHDVRQ
JLYLQJ ,¶OO¿UVWUXQWKHVWRU\RQWKHDVVXPSWLRQWKDWUHDVRQVDUHPHQWDO
VWDWHVħVRDVWRDFFRUGZLWKZKDW, WDNHWREH0F'RZHOO¶V³RɷFLDO´SRĥ
VLWLRQ ,¶OOWKHQUXQWKHVWRU\RQWKHDVVXPSWLRQWKDWUHDVRQVDUHREMHFWV
RIYLVXDODZDUHQHVV ,QERWKFDVHV, ZLOOVWLFNWR0F'RZHOO¶V6HOODUVLDQ
HSLVWHPRORJLFDOIUDPHZRUNDVPXFKDVSRVVLEOH
 5HDVRQVDV0HQWDO6WDWHV
$V, DUJXHGDERYH RQ0F'RZHOO¶VRɷFLDOFRQFHSWLRQRIWKHUHDVRQV
SURYLGHG E\  YLVXDO  SHUFHSWLRQ UHDVRQV  DUH  YLVXDO  SHUFHSWXDO  VWDWHV
WKHPVHOYHV 6XFKUHDVRQVDUH FRQFOXVLYH LQGHIHDVLEOH ĪSURSRVLWLRQDOī

UHDVRQV $ 0F'RZHOOLDQZD\WRSXWWKHSRLQWJRHVOLNHWKLV 6XSSRVH
RQH VHHV D  OHPRQ DQG LQ VHHLQJWKH OHPRQRQHKDV D  IDFW  LQYROYLQJ
YLVXDOH[SHULHQFHZLWKWKHFRQWHQW WKDWOHPRQLV\HʃRZ 7KHQWKHUHLVQR
SRVVLELOLW\ FRPSDWLEO\ZLWKDVXEMHFW¶VEHLQJLQVXFKDVWDWH WKDWWKLQJV
DUHQRWDVVKHZRXOGEHOLHYHWKHPWREHLQDEHOLHIZKLFKVLPSO\HQGRUVHV
WKHFRQWHQWRIWKHSHUFHSWXDOVWDWH 9LVXDOVWDWHVFDQWKXVFRQVWLWXWLYH
FRQFOXVLYH LQGHIHDVLEOH UHDVRQVWREHOLHYHWKHLUFRUUHVSRQGLQJFRQWHQWV
$ UHODWLRQDOLVWFDQPLPLFWKLVDOPRVWFRPSOHWHO\ 6XSSRVHWKDW, VHH
D\HOORZOHPRQ DQGVXSSRVHWKDWWKHFKDUDFWHURIP\H[SHULHQFHLVMXVW
DVGHVFULEHGLQWKHGRPLQDQWH[DPSOH, XVHGDERYH 7KDWLV , VHHWKH
OHPRQIRUWKH\HOORZOHPRQLWLV FOHDUDVGD\ 7KHFRQVFLRXVFKDUDFWHU
RIP\H[SHULHQFHKDVDXQLW\ĥDVSHFWSHUWDLQLQJWRWKHOHPRQ¶VEHLQJ\HOĥ
ORZ 7KLVLVGHWHUPLQHGE\WKHSUHVHQFHRIWKH\HOORZOHPRQLWVHOI ,
DPSHUFHSWXDOO\UHODWHGLQDQRQĥUHSUHVHQWDWLRQDOZD\WRWKHOHPRQDQG
LWV\HOORZQHVVħIRUWKHOHPRQ¿JXUHVDVDFRQVWLWXHQWLQP\H[SHULHQFH
DVWKHSURSHUWLHGSDUWLFXODULWLV 7KXV WKHUHLVQRSRVVLELOLW\ FRPSDWĥ
LEO\ZLWKPHEHLQJLQVXFKDVWDWH WKDWWKLQJVDUHQRWDV, ZRXOGMXGJH
WKHPWREHLQMXGJLQJWKDWWKHOHPRQLV\HOORZ 7KLVLVMXVWWRVD\WKDW
RQDUHODWLRQDOYLHZVHHLQJVĪWKRVHYLVXDOH[SHULHQFHVZKLFKDUHVHHLQJVī
FDQJXDUDQWHHWKHWUXWKRIDUDQJHRIFRQWHQWVFRQFHUQLQJWKHLUREMHFWV
Ī&RQWHQWVZKLFKDUHQ¶W RQWKHUHODWLRQDOYLHZ DVSHFWVRIWKHH[SHULHQFH
LWVHOIī 7KXVDUHODWLRQDOLVWFDQVD\WKDWVHHLQJ x FDQLWVHOIFRQVWLWXWHD
FRQFOXVLYH LQGHIHDVLEOH UHDVRQWREHOLHYHDUDQJHRIFRQWHQWVDERXW x
:KLFKFRQWHQWVFRQFHUQLQJ x GRHVP\VHHLQJ x JLYHPHUHDVRQWR
EHOLHYH" $ UHSUHVHQWDWLRQDOWKHRULVWħZKHWKHU0F'RZHOOLDQRURWKHUĥ
ZLVHħZLOOVD\WKDWLQVHHLQJ x P\H[SHULHQFHKDVDFRQWHQWFRQFHUQLQJ
x ,WWKXVJLYHVPHUHDVRQVWREHOLHYHFRQWHQWVFRQFHUQLQJ x ZKLFKFRUĥ
UHVSRQGWRWKH FRQWHQWV RIWKHSHUFHSWXDOH[SHULHQFH $ UHODWLRQDOLVWKDV
WRVD\VRPHWKLQJGLɱHUHQW +HUHLVDVXJJHVWLRQDVWRZKDWWKH\PLJKW
VD\ ZKLFKFRQWHQWVFRQFHUQLQJ x DVHHLQJRI x JLYHVRQHUHDVRQWREHOLHYH
GHSHQGVXSRQWKHVSHFL¿FFKDUDFWHURIWKHYLVXDOH[SHULHQFHRQHKDVLQ
VHHLQJ x ĪDQGVRZKLFKRIWKHIHDWXUHVRI x DUHSUHVHQWWRRQHLQRQH¶V
DZDUHQHVVRI xī
&RQVLGHUDJDLQWKHIDFWGLVFXVVHGDERYHWKDWWKHOHPRQEHIRUHPH
KDVDWRPLFVWUXFWXUH A 6R LQVHHLQJWKH\HOORZOHPRQRQWKHWDEOH, VHH
D\HOORZOHPRQĥZLWKĥA RQWKHWDEOH Ī7KLVLVMXVWDUHSRUWDERXWZKDW,

VHH QRWDGHVFULSWLRQRIWKHFKDUDFWHURIP\H[SHULHQFHī %HLQJLQVXFK
DVWDWH RQDUHODWLRQDOLVWFRQVWUXDO LVQRWFRPSDWLEOHZLWKWKHIDOVLW\RI
WKLVSURSRVLWLRQ WKDWOHPRQKDVDWRPLFVWUXFWXUH A 6RRQHPLJKWWKLQNWKDW
LQDVHQVH P\YLVXDOVWDWHFRQVWLWXWHVDFRQFOXVLYHSURSRVLWLRQDOUHDVRQ
WREHOLHYHWKDW WKDWOHPRQKDVDWRPLFVWUXFWXUH A ,WLVDPRQJWKH UHDVRQVWKHUH
DUH WREHOLHYHWKDW WKDWOHPRQKDVDWRPLFVWUXFWXUH A %XW LQWXLWLYHO\ VXFKDQ
H[SHULHQFHGRHVQ¶WJLYHPHDUHDVRQWREHOLHYHWKDWWKHOHPRQKDVDWRPLF
VWUXFWXUH AħDWOHDVW QRWMXVWLQYLUWXHRIWKHIDFWWKDW, DPWKHVXEMHFWRI
WKHYLVXDOVWDWH )RUWKHFRQVFLRXVFKDUDFWHURIP\H[SHULHQFHKDVQRWKĥ
LQJWRGRZLWKWKHDWRPLFVWUXFWXUHRIWKHOHPRQ WKHH[SHULHQFHGRHVQ¶W
SXUSRUWWRUHYHDODQ\WKLQJDERXW WKDW DVSHFWRIWKHOHPRQWRPH 7KDW
LVWRVD\ LQVHHLQJWKHOHPRQ RQWKLVRFFDVLRQ WKHUHLVQRWKLQJLQKRZ
WKLQJVORRNRUDSSHDURUVHHPWRPHZKLFKFRUUHVSRQGVWRWKHOHPRQ¶V
KDYLQJWKHDWRPLFVWUXFWXUHLWGRHV )RU DVQRWHGDERYH KDYLQJDWRPLF
VWUXFWXUH A LVQRWD YLVLEOH SURSHUW\WKHOHPRQKDV +DYLQJWKHDWRPLF
VWUXFWXUHLWGRHVLVQRWDYLVLEOHFKDUDFWHULVWLFRIWKHOHPRQ DQGVRWKHUH
LVQRTXHVWLRQWKDWLWPLJKWEHDPRQJWKHYLVLEOHFKDUDFWHULVWLFVRIWKH
OHPRQWKDWJRLQWRGHWHUPLQLQJWKHFKDUDFWHURIP\H[SHULHQFHRQWKLV
RFFDVLRQĪXQOLNHZLWKRWKHUSURSHUWLHVRIWKHOHPRQVXFKDVFRORXU VKDSH
SURSHUWLHV DQGWKHOLNHī
%XWP\VHHLQJWKH\HOORZOHPRQ LQWKHFDVH,¶YHEHHQGHVFULELQJ GRHV
FRXQWDVDPRQJP\UHDVRQVIRUEHOLHYLQJWKDWWKHOHPRQ LV\HʃRZ 7KHFRQĥ
GLWLRQVRIWKHFDVHDUHIDYRXUDEOHĪWKDWLV P\YLVXDOV\VWHPLVZRUNLQJ
DQGWKHUHDUHQRELQGLQJSUREOHPV HWFī 7KHH[SHULHQFH, KDYHFRQFHUQV
SUHFLVHO\WKH\HOORZQHVVRIWKHOHPRQ LWUHYHDOVWKHOHPRQDV\HOORZWR
PH ,WGRHVWKLVEHFDXVHRILWVQDWXUH LWLVDQRQĥUHSUHVHQWDWLRQDOUHĥ
ODWLRQWRWKHOHPRQĥZKLFKĥLVĥ\HOORZ LWKDVDFRQVFLRXVFKDUDFWHUZLWKD
XQLW\ĥDVSHFWFRUUHVSRQGLQJWRWKHOHPRQ¶VEHLQJ\HOORZ GHWHUPLQHGE\
WKHSUHVHQFHRIWKHSURSHUWLHGOHPRQ 7KHH[SHULHQFHLVDPRGL¿FDWLRQ
RIP\FRQVFLRXVQHVV $QGVRLWLVLQVRPHREYLRXVVHQVHWKHUHIRUP\H[ĥ
SORLWDWLRQ ,I, DPVXɷFLHQWO\FRQFHSWXDOO\ VDYY\ , PD\EHDEOHWRH[SORLW
WKLVUHDVRQ, DPLQSRVVHVVLRQRI ,I IRULQVWDQFH , FDQUHDOL]HWKHVLJQL¿ĥ
FDQFHRIZKDWP\H[SHULHQFHUHYHDOVWRPH , PD\UHDOL]HWKDWWKHWKLQJWR
WKLQNZLWKUHVSHFWWRWKHFRORXURIWKHOHPRQLVĪREYLRXVO\ī WKDWOHPRQLV
\HʃRZ ,I, GRMXGJHLQWKLVZD\ WKHQP\MXGJHPHQWZLOOEHEDVHGRQDFRQĥ
FOXVLYHUHDVRQ, KDYHħP\VHHLQJ ,QWKHULJKWFRQGLWLRQVĪZKHQ WKDWLV

IXUWKHUFRQGLWLRQVRI GR[DVWLF ZDUUDQWDUHVDWLV¿HGħZKDWHYHUWKH\DUHī
VXFKMXGJHPHQWVFRXQWDVNQRZOHGJH 2QWKH6HOODUVLDQFRQFHSWLRQRI
NQRZOHGJH0F'RZHOOIDYRXUV WKH\FRXQWDVNQRZOHGJHSDUWO\EHFDXVH
WKH\DUHEDVHGRQFRQFOXVLYHĪSURSRVLWLRQDOīUHDVRQV 7KHUHODWLRQDOLVW
FDQDJUHHWRWKLV
:HFDQDGG0F'RZHOOLDQLQWHUQDOLVPLQWRWKHPL[KHUH $V0F'RZĥ
HOOGHYHORSVWKH6HOODUVLDQFRQFHSWLRQRINQRZOHGJHKHUHTXLUHVWKDW, EH
DEOH WRMXVWLI\EHOLHIV, KDYHZKLFKFRXQWDVNQRZOHGJH E\FLWLQJWKHFRQĥ
FOXVLYHUHDVRQVZKLFKMXVWLI\WKRVHEHOLHIV $QGWKLVUHTXLUHVWKDWWKRVH
UHDVRQVDUHZLWKLQP\UHÀHFWLYHUHDFK 7KHUHLVQRWKLQJLQWKHHSLVWHPRĥ
ORJLFDOVWRU\, KDYHGHYHORSHGRQEHKDOIRIWKHUHODWLRQDOLVWYLHZZKLFK
LV RQWKHIDFHRILW LQFRQVLVWHQWZLWKWKHVHFRQGLWLRQV ,QVHHLQJWKH
OHPRQ , DPVHOIĥFRQVFLRXVDQGFDQEULQJP\H[SHULHQFHZLWKLQP\UHĥ
ÀHFWLYHUHDFK $QGLIDUHTXHVWZHUHWRDULVHIRUPHWRMXVWLI\P\EHOLHI
WKDWWKDWOHPRQLV\HOORZ , PLJKWVD\ ³, VHHWKHOHPRQ´ĪRU³, VHHLWDQG
LWORRNV\HOORZ´ī 7KLVLVDUDWLRQDOH[SODQDWLRQRIP\EHOLHI RQHWKDW
PDQLIHVWVUHVSRQVLYHQHVVWRUHDVRQVDVVXFK 7KHUHODWLRQDOLVWMXVWKDVD
GLɱHUHQWYLHZWR0F'RZHOODERXWWKHQDWXUHRIWKHSHUFHSWXDOH[SHULĥ
HQFH, UHSRUWRQLQJLYLQJWKLVUHVSRQVH
$QDVSHFWRIVRPHWKLQJOLNHWKHYLHZ, KDYHEHHQHODERUDWLQJLVDUĥ
JXDEO\SUHVHQWLQ 7UDYLVĪīLQWKHIROORZLQJSDVVDJH
, IDFHDSLJ MXVWRQWKHRWKHUVLGHRIWKHUDLOLQJIURPPH
:KDW, VHHĪZKHWKHU, UHDOL]HWKLVRUQRWīLVDSLJEHIRUHPH
,I, WDNHLQĪUHJLVWHU DPDZDUHRIīP\GRLQJ WKDW WKHQ, KDYH
WKDWĦWKDW, VHHDSLJEHIRUHPHĦDVP\UHDVRQIRUWDNLQJ
WKHUHWREHDSLJEHIRUHPH LQZKLFKFDVH, KDYHSURRI LQWKH
VWULFWHVWVHQVHRISURRI WKDWWKHUHLVRQHEHIRUHPH 7RWDNH
WKLVLQĦWR UHJLVWHU LW DQGQRW PHUHO\ VD\ WRVXUPLVHLWĦ,
PXVWKDYHDVXLWDEOHDELOLW\ , PXVWEHDEOHWRWHOO ZKHQ , VHH
DSLJEHIRUHPHĪS ī
7UDYLVKHUHWDONVRIĦ WKDW, VHHDSLJEHIRUHPH ĦEHLQJDUHDVRQ 7KLVLVD
PHQWDOIDFW %XWLIZHWRRN7UDYLVLQVWHDGWREHVD\LQJWKDWLWZDVWKH
PHQWDOVWDWHRIVHHLQJDSLJEHIRUHRQHWKDWZDVKLVUHDVRQ WKHQWKDW
ZRXOGVWLOOFRQVWLWXWHKLVKDYLQJ SURRI ĪDFRQFOXVLYHUHDVRQWREHOLHYHīRI
WKHVRUWKHGHVFULEHV

6RIDU, KDYHWULHGWRPLPLF LQUHODWLRQDOLVWWHUPV 0F'RZHOO¶VRɷĥ
FLDOHSLVWHPRORJLFDOSRVLWLRQ 2QWKHRɷFLDOSRVLWLRQ0F'RZHOOUHJDUGV
UHDVRQVDVPHQWDOVWDWHV %XWLQVHFWLRQĪīDERYH, VXJJHVWHGWKDWWKHUH
LVDQDOWHUQDWLYH0F'RZHOOLDQSRVLWLRQ ZKLFKGRHVQ¶WVHHPWRIDLUDQ\
ZRUVHWKDQ0F'RZHOO¶VRɷFLDOSRVLWLRQ 2QWKLVDOWHUQDWLYHWKHUHDVRQV
SURYLGHGE\VHHLQJDUHREMHFWLYHIDFWV WKRVHIDFWVZKLFK RQ0F'RZHOO¶V
YLHZ DUHFRQWHQWVRIVWDWHVRIVHHLQJ ,VWKHUHDZD\WRPLPLFWKLVDOWHUĥ
QDWLYH0F'RZHOOLDQSRVLWLRQLQUHODWLRQDOLVWWHUPV" , QRZZDQWWRDUJXH
WKDWWKHUHLV
 5HDVRQVDV2EMHFWVRI9LVLRQ
2QWKHDOWHUQDWLYH, KDYHLQPLQGZHDUHWRWDNHWKHUHDVRQVSURYLGHG
E\VHHLQJWREHĪRUDWOHDVWLQFOXGHī ZKDWLVVHHQ , VHHWKHOHPRQDQGP\
H[SHULHQFHKDVDFRQVFLRXVFKDUDFWHUVRDVWKHOHPRQ, VHHORRNV\HOORZ
WRPH , DPLQSRVVHVVLRQRIDFRQFOXVLYHUHDVRQWREHOLHYHWKDWWKHOHPRQ
LV\HOORZ 7KLVUHDVRQLVQRWP\VHHLQJ P\H[SHULHQFHRIWKHOHPRQ LWLV
UDWKHUWKHOHPRQLWVHOIĪSURSHUWLHGDVLWLV WKH\HOORZOHPRQī 7KLV HQWLW\ LV
DPRQJWKHFRQFOXVLYHUHDVRQVWKHUHDUHWREHOLHYHWKDWWKHOHPRQLV\HOORZ
LQWKDWLWJXDUDQWHHVWKDWWKHFRQWHQW WKHOHPRQLV\HʃRZ LVWUXH ,WFDQEH
DPRQJWKHUHDVRQV , KDYHWREHOLHYHWKDWWKHOHPRQLV\HOORZEHFDXVHLW
FRPHVZLWKLQWKHVFRSHRIP\FRQVFLRXVQHVVLQVHHLQJLW FRQVFLRXVQHVV
WKHFKDUDFWHURIZKLFKLVSDUWO\GHWHUPLQHGE\LWV\HOORZQHVV
,IDUHTXHVWZHUHWRDULVHIRUPHWRMXVWLI\P\EHOLHIWKDWWKDWOHPRQ
ORRNV\HOORZ , PLJKWVD\ ³, VHHWKHOHPRQ´ĪRU³, VHHLWDQGLWORRNV\HOĥ
ORZ´ī ,QJLYLQJWKLVUHVSRQVH, DPH[SODLQLQJZK\, EHOLHYHWKDWWKHOHPRQ
LV\HOORZ 7KHH[SODQDWLRQKDVWZRDVSHFWVWRLW , VSHFLI\WKHYLVXDOURXWH
WRP\EHOLHI LQWKLVVHQVH, H[SODLQZK\, EHOLHYHDV, GR %XWLWDOVR
KDVDQRUPDWLYHDVSHFW )RULQVSHFLI\LQJP\URXWHWRP\EHOLHI, VSHFLI\
WKDWZKLFKEULQJVDFRQFOXVLYHUHDVRQħWKHSURSHUWLHGREMHFWħLQWRWKH
VFRSHRIP\FRQVFLRXVQHVV 6HHLQJWKH\HOORZOHPRQHQDEOHVWKHOHPRQ
WREHDUUDWLRQDOO\RQZKDW, DPWRWKLQN WKLVLVZK\VD\LQJWKDW³, VHH
WKHOHPRQ´FDQEHD UDWLRQDO H[SODQDWLRQRIP\EHOLHYLQJWKDWWKHOHPRQLV
\HOORZ ,QJLYLQJWKHSHUFHSWXDOUHSRUW, LPSOLFDWHWKHREMHFW, DPDZDUH
RILQDGGUHVVLQJWKHHSLVWHPLFFUHGHQWLDOVRIP\EHOLHI
, KDYH LQVHHLQJWKHOHPRQ DFFHVVWRZKDWLWLVWKDWĪSURSRVLWLRQDOO\ī

ZDUUDQWVP\EHOLHIWKDWWKHOHPRQLV\HOORZ 0\UHDVRQLV LQWKLVVHQVH
DFFHVVLEOHWRPH 3HUKDSV LQDVHQVH LWLVDOVRUHÀHFWLYHO\DFFHVVLEOHWRPH
)RUZKHQ, UHÀHFWXSRQP\H[SHULHQFHWKHUHLVVRPHWKLQJULJKWWRWKH
LGHDWKDWP\UHÀHFWLRQUHDFKHV³DOOWKHZD\RXW´WRWKHZRUOGħWR\HOORZ
OHPRQ 7KLVLVHVSHFLDOO\VRLIWKHH[SHULHQFH, KDYHZKHQ, VHHWKHOHPRQ
IXQGDPHQWDOO\FRQVLVWVLQDUHODWLRQWRWKHOHPRQ SURSHUWLHGDVLWLV 6XFK
REMHFWVDUHDPRQJP\UHDVRQVE\EHLQJFRQVWLWXHQWVRISHUFHSWXDOFRQĥ
VFLRXVQHVV UHÀHFWLRQRQSHUFHSWXDOFRQVFLRXVQHVVJLYHVRQHDIRUPRI
UHÀHFWLYHDFFHVVWRVXFKUHDVRQV ,Q WKDW VHQVHZHFDQHQGRUVHVRPHVRUW
RIUHÀHFWLYHDFFHVVLELOLW\UHTXLUHPHQWRQNQRZOHGJHLIZHIROORZWKURXJK
ZLWKWKHFXUUHQWUHODWLRQDOLVWOLQHRIWKRXJKW
7KHUHDUHUHODWLRQDOLVWVLQWKHOLWHUDWXUHZKRKDYHEHJXQWRGHYHORS
VRPHWKLQJOLNHWKHHSLVWHPRORJLFDOOLQHRIWKRXJKW, DPFXUUHQWO\VNHWFKĥ
LQJ )RULQVWDQFH %UHZHUĪīH[SUHVVHVKLVYLHZDVIROORZV
Ĭ3ĭHUFHSWXDOH[SHULHQFHFRQVLVWVPRVWIXQGDPHQWDOO\LQFRQĥ
VFLRXVDFTXDLQWDQFH IURPDJLYHQSRLQWRIYLHZ LQDSDUWLFĥ
XODUVHQVRU\PRGDOLW\ DQGLQVSHFL¿FFLUFXPVWDQFHVRISHUĥ
FHSWLRQ ZLWKPLQGĥLQGHSHQGHQWSK\VLFDOREMHFWVWKHPVHOYHV
7KHVHYHU\REMHFWVFRQVWLWXWHWKHUHDVRQVIRUWKHFRUUHFWQHVV
RIWKHDSSOLFDWLRQRIFHUWDLQHPSLULFDOFRQFHSWVLQMXGJHPHQW
7KXV ZKHQDSHUVRQLVYLVXDOO\SUHVHQWHGZLWKDJLYHQPLQGĥ
LQGHSHQGHQWSK\VLFDOREMHFW o WKDWLV F IURPDUHODWLYHO\
VWDQGDUGSRLQWRIYLHZDQGLQUHODWLYHO\VWDQGDUGFRQGLWLRQV
VKHLVFRQVFLRXVO\DFTXDLQWHGZLWKWKHYHU\UHDVRQIRUDSSO\ĥ
LQJWKHFRQFHSWµF¶ DQG JLYHQKHUUHJLVWUDWLRQRILWVYLVXDOO\
UHOHYDQWVLPLODULWLHVZLWKWKHSDUDGLJPVLQYROYHGLQKHUJUDVS
RIWKDWFRQFHSWĬWKDWLV JLYHQWKDW o LQDVHQVH ORRNV F WR S ĭ
VKHUHFRJQL]HV o DVMXVWVXFKDUHDVRQ 7KXV o LVWKHHYLGHQW
UHDVRQIRUKHUDSSOLFDWLRQRIµF¶LQMXGJHPHQWJLYHQKHUSHUĥ
FHSWXDODFTXDLQWDQFHZLWK o DQGJUDVSRIWKHFRQFHSWRIµF¶
ĬZKLFKLVQ¶W RQ%UHZHU¶VYLHZ UHTXLUHGIRUWKHDFTXDLQWDQFHĭ
ĪS ī
$QRWKHUUHODWLRQDOLVWZKRRɱHUVDQDFFRXQWRIWKHHSLVWHPRORJ\RIYLVXDO
SHUFHSWLRQLQWHUPVRIUHDVRQVFRQFHLYHGRIDVWKHREMHFWVRISHUFHSWLRQ

LV .DOGHURQĪDī +HRXWOLQHVWKHFRQFHSWLRQRIUHDVRQVKHIDYRXUVLQ
WKHIROORZLQJZD\
Ĭ/ĭHWPHGRJPDWLFDOO\DVVHUWP\DGKHUHQFHWRDUDGLFDOO\H[ĥ
WHUQDOLVWFRQFHSWLRQRIUHDVRQV«7KHFRQFHSWLRQLV H[WHUQDOLVW
LQWKDW DFFRUGLQJWRLW UHDVRQVQHHGQRWEHSURSRVLWLRQDODWĥ
WLWXGHVRUDQ\RWKHUSV\FKRORJLFDOVWDWHRIDVXEMHFW ([WHUQDO
UHDVRQVPD\QRWEHSURSRVLWLRQDODWWLWXGHV EXW IRUDOOWKDW
KDVEHHQVDLG WKH\PD\\HWKDYHDSURSRVLWLRQDOVWUXFWXUH
6XSSRVHUHDVRQVDUHIDFWV )DFWVDUHQRWSV\FKRORJLFDOVWDWHV
RIDVXEMHFWħQRWHYHQIDFWVDERXWWKHSV\FKRORJLFDOVWDWHVRID
VXEMHFWFRXQW 1HYHUWKHOHVV IDFWVKDYHWKHVWUXFWXUHRIWUXH
SURSRVLWLRQVWKDWUHSUHVHQWWKHPĪWULYLDOO\ LIIDFWVDUHWUXH
SURSRVLWLRQVīĪS ī
6RWKHH[WHUQDOLVP.DOGHURQVSHDNVRIKHUHGRHVQ¶WUXOHRXWWKHDOWHUQDĥ
WLYH0F'RZHOOLDQYLHZPHQWLRQHGDERYHZKLFKHPEHGVD³QRQĥPHQWDO
IDFWFRQFHSWLRQ´RIWKHUHDVRQVSURYLGHGE\SHUFHSWLRQ )RUVXFKIDFWV
DUHMXGJHPHQWĥVKDSHG SURSRVLWLRQDO %XW .DOGHURQFRQWLQXHV
:KDWPDNHVWKHSUHVHQWFRQFHSWLRQ UDGLFDʃ\ H[WHUQDOLVWLV
WKDW DFFRUGLQJWRLW QRQSV\FKRORJLFDOUHDVRQVQHHGQRWKDYH
DSURSRVLWLRQDOVWUXFWXUHĪS ī
.DOGHURQ¶VUDGLFDOH[WHUQDOLVPDERXWUHDVRQVPDNHVURRPIRUWKHHQWLWLHV
ZHHQFRXQWHULQYLVXDOSHUFHSWLRQWREHDPRQJRXUUHDVRQV .DOGHURQ
GHYHORSVWKHSRLQWZLWKUHVSHFWWRSURSHUW\LQVWDQFHVħZKLFKDUH RQKLV
YLHZ DVQRWHGDERYH DPRQJWKHHQWLWLHVZHVHH 6R KHVD\V
2QWKLVFRQFHSWLRQ WKH\HOORZLVKUHGRIWKHWRPDWRLVDUHDĥ
VRQIRUWKLQNLQJWKDWWKHWRPDWRLVQRWTXLWHULSH 1RWHZHOO
LWLVWKH\HOORZLVKUHGRIWKHWRPDWR DQGQRWP\VHHLQJWKDW
WKHWRPDWRLV\HOORZLVKUHG QRUP\EHOLHYLQJWKDWWKHWRPDWR
LV\HOORZLVKUHG ZKLFKLVDUHDVRQ 7KH\HOORZLVKUHGRIWKH
WRPDWRODFNVDSURSRVLWLRQDOVWUXFWXUHħLWLVDSDUWLFXODU D
SURSHUW\LQVWDQFH ,WLVVSDWLDOO\GLVWDQWIURPPHħWKH\HOĥ
ORZLVKUHGLQKHUHVLQWKHRSDTXHVXUIDFHRIWKHWRPDWRDPHĥ
WHUDZD\DQGLQKHULWVLWVORFDWLRQIURPWKHVXUIDFHLQZKLFK

LWLQKHUHV ,WLVDQDVSHFWRIKRZWKLQJVDUHLQGHSHQGHQWO\RI
PH 7KH\HOORZLVKUHGRIWKHWRPDWRLVDUHDVRQWKDWZDUUDQWV
MXGJLQJWKDWWKHWRPDWRLV\HOORZLVKUHG ,QGHHG LQWKLVLQĥ
VWDQFH WKHUHFRXOGEHQREHWWHUUHDVRQħWKH\HOORZLVKUHGRI
WKHWRPDWRZDUUDQWVMXGJLQJWKDWWKHWRPDWRLVUHGEHFDXVH
WKHIRUPHUPDNHVWUXHWKHODWWHU 2IFRXUVH QRWDOOUHDVRQV
DUHRIWKLVIRUP 7KH\HOORZLVKUHGRIWKHWRPDWRLVDOVRDUHDĥ
VRQ LQFHUWDLQFLUFXPVWDQFHV IRUWKLQNLQJWKDWWKHWRPDWRLV
XQULSH EXWWKH\HOORZLVKUHGRIWKHWRPDWRGRHVQRWPDNHLW
WUXHWKDWWKHWRPDWRLVXQULSH DWEHVWLWLVDVLJQRUV\PSĥ
WRPRIWKHIUXLW¶VUHODWLYHPDWXULW\«2IFRXUVH LQRUGHUIRU
WKH\HOORZLVKUHGRIWKHWRPDWRWRUDWLRQDOO\EHDURQZKDW
, DPWRWKLQN LWPXVWEHFRJQLWLYHO\DFFHVVLEOH %XWWKDWLV
ZKDWSHUFHSWLRQGRHVIRUPHħSHUFHSWLRQPDNHVPHDZDUHRI
ZKDWUHDVRQVWKHUHDUH 3HUFHSWLRQLVWKXVDPRGHRIUHDVRQĥ
DEOHQHVVĪS ī
, ZDQWWRIRFXVRQMXVWWKHOLQNEHWZHHQWKH\HOORZLVKUHGRIWKHWRPDWR
DQGWKHEHOLHIWKDWWKHWRPDWRLVUHG Ī7KHRWKHUFDVH.DOGHURQPHQWLRQV
KHUH ZKHUHWKHEHOLHILVWKDWWKHWRPDWRLVXQULSH IDOOVRXWVLGHWKHVFRSH
RIWKHUHVWULFWLRQWREDVLFFDVHV, LPSRVHGRQWKHGLVFXVVLRQKHUHLQWKH
,QWURGXFWLRQWRWKHSUHYLRXV&KDSWHUī
.DOGHURQWKLQNVWKDWWKH\HOORZLVKUHGRIWKHWRPDWRFRXQWVDVWKH
EHVWVRUWRIUHDVRQIRUEHOLHYLQJWKDWWKHWRPDWRLV\HOORZLVKUHGħLWLVD
FRQFOXVLYHUHDVRQ 7RWKDWH[WHQW WKLVLVLQOLQHZLWKVRPHWKLQJ, PHQĥ
WLRQHGDERYHZKHQ, QRWHGWKDWD\HOORZOHPRQLVDFRQFOXVLYHUHDVRQWR
EHOLHYHWKDWWKDWOHPRQLV\HOORZ IRULWJXDUDQWHHVWKDWWKHFRQWHQW WKDW
OHPRQLV\HʃRZ LVWUXH %XW.DOGHURQWDNHVRQDQDGGLWLRQDOFRPPLWPHQW
IRUKHQRWHVWKDWWKH\HOORZLVKUHGRIWKHWRPDWR PDNHVWUXH WKHFRQWHQW
WKHWRPDWRLVUHG +HXWLOL]HVWKLVSRLQWLQH[SODLQLQJKRZYLVXDOSHUFHSWLRQ
FDQFRQIHUHSLVWHPLFHQWLWOHPHQW
9LVLRQ  FRQIHUV« HSLVWHPLF  HQWLWOHPHQW  JLYHQ  WKH  DOHWKLF
FRQQHFWLRQEHWZHHQWKHSDUWLFXODUWKDWLVWKHREMHFWRIYLVXDO
DZDUHQHVVDQGWKHSURSRVLWLRQSRWHQWLDOO\NQRZQ $ZDUHQHVV
RIDVHQVLEOHWUXWKPDNHURIDSURSRVLWLRQDɱRUGVWKHVXEMHFW
ZLWKDUHDVRQWKDWLVLQWKLVZD\DNLQWRSURRIħLWLVORJLFDOO\

LPSRVVLEOHIRUWKHSDUWLFXODUWRH[LVWDQGWKHSURSRVLWLRQWR
EHIDOVHĪS ī
.DOGHURQLVDSSHDOLQJKHUH WKHQ WRWKHLGHDWKDWVRPHRIWKHREMHFWV
RIYLVXDODZDUHQHVV VXFKDVWKH\HOORZLVKUHGRIWKHWRPDWR FDQFRXQW
DVFRQFOXVLYHUHDVRQV EHFDXVHWKH\DUHWUXWKPDNHUV IRUDVVRFLDWHGFRQWHQWV
ĪVHHDOVR %UHZHUĪī &KDSWHU DQGHVSHFLDOO\ -RKQVWRQĪīRQ
WKHQRWLRQRIVHQVLEOHWUXWKPDNHUV IRUJHQHUDOGLVFXVVLRQRQWUXWKPDNHUV
VHH $UPVWURQJĪī 5RGULJXH]ĥ3HUH\UDĪī DQGWKHGLVFXVVLRQVLQ
%HHEHHDQG'RGGĪīī
%XWZKDWGRHV.DOGHURQ¶VFRPPLWPHQWWRWUXWKPDNHUPHWDSK\VLFV
DPRXQWWR" .DOGHURQHQGRUVHVWKHIROORZLQJQHFHVVDU\FRQGLWLRQRQ x
EHLQJDWUXWKPDNHU ZKLFK KHVWDWHV FRQVWLWXWHVHQGRUVHPHQWRIDYHUĥ
VLRQRIWUXWKPDNHUQHFHVVLWDULDQLVP
,I  D SDUWLFXODU xħEH LW  DQ REMHFW HYHQW RU SURSHUW\  LQĥ
VWDQFHħLV  D  WUXWK PDNHU  IRU  D SURSRVLWLRQ p WKHQ  LW  LV
QHFHVVDU\WKDWLI x H[LVWV WKHQ p LVWUXHĪS ī
/HW¶VUHWXUQWRWKHFDVHRIWKH\HOORZOHPRQ 7KHSURSHUWLHGOHPRQ
LV , VDLG DFRQFOXVLYHUHDVRQWREHOLHYHWKDWWKHOHPRQLV\HOORZ :HFDQ
LIZHZDQW XQGHUVWDQGWKLVLQ.DOGHURQ¶VWUXWKPDNHUZD\ 7KH\HOORZ
OHPRQ XQGHUVWRRGDVDSURSHUWLHGSDUWLFXODU LVVRPHWKLQJZKLFKDOUHDG\LQĥ
FOXGHV\HOORZQHVVDVDQDVSHFWRILWVEHLQJ 6RQHFHVVDULO\ LILW WKHOHPRQĥ
ZKLFKĥLVĥ\HOORZ H[LVWV WKHFRQWHQWħWKDWOHPRQLV\HʃRZħLVWUXH 0RUHĥ
RYHU WKLVLVLQOLQHZLWK.DOGHURQ¶V³UDGLFDOH[WHUQDOLVP´DERXWUHDVRQV
VLQFH DVQRWHGDERYH WKH\HOORZOHPRQLVQRWDIDFW RUSURSRVLWLRQDOO\
VKDSHG ,WLVD\HOORZOHPRQ LWLVQRW WKHOHPRQLV\HʃRZ
2QHTXHVWLRQKHUH WKRXJK LVZKHWKHUWKHUHODWLRQDOLVWQHHGVWRFRPĥ
PLWWRWUXWKPDNHUPHWDSK\VLFVLQRUGHUWRXQGHUVWDQGKRZWKHSDUWLFXĥ
ODUVZKLFKDUHWKHREMHFWVRIYLVXDODZDUHQHVVFDQEHFRQFOXVLYHUHDVRQV"
,IQRW WKHQLWLVSHUKDSVEHVWQRWWRFRPPLW ,WLVQRW DIWHUDOO DVLI
WUXWKPDNHUPHWDSK\VLFVLVXQFRQWURYHUVLDO Ī6HH IRULQVWDQFH WKHYHU\
KHOSIXOGLVFXVVLRQLQ0DF%ULGHĪīī %XWRQHWKLQJWRQRWHKHUHLVWKDW
LQ.DOGHURQ¶VFDVHWKHHQGRUVHPHQWRIWUXWKPDNHUPHWDSK\VLFVLVIDLUO\
PLQLPDO )RULQVWDQFH KHGRHVQ¶WHQGRUVHVRĥFDOOHG³WUXWKPDNHUPD[Lĥ
PDOLVP´ZKLFKFODLPVWKDWDOOWUXHSURSRVLWLRQVKDYHWUXWKPDNHUV Ī2QH

RIWKHLVVXHVIRUWKLVYLHZFRQFHUQVQHJDWLYHWUXWKV HJ WUXHQHJDWLYHH[ĥ
LVWHQWLDOFODLPVVXFKDVWKDWWKHUHDUHQRFKLPHUDV ,VWKHUHDSODXVLEOH
DFFRXQWRIWKHWUXWKPDNHUVIRUVXFKFODLPV" 0DQ\KDYHWKRXJKWQRW 6HH
HJ 6LPRQVĪī DQGWKHGLVFXVVLRQVRI/HZLVRQWKLVLVVXHLQ0DF%ULGH
Īīī
+RZHYHU LWLVQRWHQWLUHO\REYLRXVWKDWZHQHHGWRFRPPLWHYHQWR
WUXWKPDNHUQHFHVVLWDULDQLVPLQRUGHUWRPDNHVHQVHRIKRZVRPHWKLQJ
FDQEHDFRQFOXVLYHUHDVRQ :HKDYHDQRUGLQDU\ DOEHLWLPSUHFLVH LGHD
DERXWFODLPVEHLQJWUXH EHFDXVH RIWKLQJVLQWKHZRUOG RUKRZWKLQJVDUH
DQGVRRQĪLQVRPHFRQVWLWXWLYHDQGQRQĥFDXVDOVHQVHī 3HUKDSVWKLVZLOO
GRIRUXQGHUVWDQGLQJKRZVRPHWKLQJFDQEHDFRQFOXVLYHUHDVRQ" ,WLVQRW
REYLRXVWKDWWKLVLQYROYHVDFRPPLWPHQWWRHYHQDPLQLPDOWUXWKPDNHU
PHWDSK\VLFV :KDWLVUHOHYDQW LQWKHFDVHZHKDYHEHHQGLVFXVVLQJ LV
WKDWWKH\HOORZOHPRQJXDUDQWHHVWKHWUXWKRIWKHUHOHYDQWFRQWHQW LQWKH
DFWXDOZRUOG $OOWKDWPDWWHUVIRUWKDWLVWKDWWKH\HOORZOHPRQJURXQGV
WKHWUXWKRIWKHFRQWHQW WKHOHPRQLV\HOORZ $OOWKDWPDWWHUVLVWKDW
DFWXDOO\WKHFRQWHQWLVWUXHEHFDXVHRIWKH\HOORZOHPRQ 7KH\HOORZ
OHPRQPD\ZHOOEHVXFKWKDWQHFHVVDULO\LILWH[LVWVWKHQWKHUHOHYDQW
FRQWHQWLVWUXH %XWLVWKDW H[SODQDWRU\ RIZK\LWFRXQWVDVDFRQFOXVLYH
UHDVRQ" ,VWKDWH[SODQDWRU\RIZK\LWJURXQGVWKHWUXWKRIWKHFRQWHQWLQ
WKHDFWXDOZRUOG" 7KDWLVMXVWQRWREYLRXV ,WPLJKWEH WKHQ WKDWDSSHDO
WRWUXWKPDNHUVLQWKLVFRQWH[WLVLUUHOHYDQWWRFDSWXULQJWKHUHTXLUHG
SRLQWWKDWREMHFWVRIDZDUHQHVVFDQEHFRQFOXVLYHUHDVRQV , WKLQNWKLVLV
DQLVVXHZRUWK\RIIXUWKHUFRQVLGHUDWLRQ EXW, ZLOOOHDYHLWRSHQKHUH
, KDYH RXWOLQHG  WZR ZD\V  LQ ZKLFK  D  UHODWLRQDOLVW  YLHZ RI  VHHLQJ
PLJKWEHXVHGLQDQDFFRXQWRIKRZVHHLQJKDVDUHDVRQJLYLQJUROH
7KHVHWZRZD\VPDNHXVHRI0F'RZHOO¶VHSLVWHPRORJLFDODVVXPSWLRQV
7KHWZRZD\VFRUUHVSRQGWRWKHWZRYHUVLRQVRI0F'RZHOO¶VFRQFHSWLRQ
RIKRZVHHLQJLVUHDVRQJLYLQJ 7KHVHUHODWLRQDOLVWDFFRXQWVDUHDFFRXQWV
RQZKLFKVHHLQJLVQRQFRQFHSWXDO :KHWKHUWKH\DUHWUXHDFFRXQWVLV
DQLVVXHZHKDYHQ¶WFRQVLGHUHG EXWWKDWDVLGH WKHUHOHYDQWSRLQWLVWKDW
WKH\DWOHDVWVHHPWRPDNHVHQVHRIYLVXDOSHUFHSWLRQ¶VUHDVRQJLYLQJUROH
7KDWLV SULPDIDFLH UHDVRQWREHVXVSLFLRXVRI0F'RZHOO¶VFODLPWKDWZH
FDQPDNHVHQVHRIWKHUHDVRQJLYLQJUROHRIVHHLQJRQO\LIZHWDNHVHHLQJ
WREHFRQFHSWXDO :KDWPLJKW0F'RZHOOVD\E\ZD\RIXQGHUPLQLQJWKH

LGHDWKDWWKHVHUHODWLRQDOLVWYLHZVGRPDNHVHQVHRIWKHUHDVRQJLYLQJ
UROHRIVHHLQJ"
 7KH0\WKRIWKH*LYHQ"
3HUKDSVYLVXDOSHUFHSWLRQ RQWKHUHODWLRQDOLVWYLHZV LVDEOHWRRɱHURQO\
µH[FXOSDWLRQVZKHUHZHZDQWHGMXVWL¿FDWLRQV¶Ī0F'RZHOOĪī S ī"
,VWKHVLJQL¿FDQFHRIYLVXDOSHUFHSWLRQ RQDUHODWLRQDOLVWYLHZ OLPLWHGWR
PHUHO\ FDXVLQJ EHOLHIV DQGSHUKDSVHQVXULQJWKDWVRPHRIWKHPDUHEODPHĥ
OHVVO\KHOG" $EVROXWHO\QRW ,WVKRXOGEHFOHDUWKDWWKLVFKDUJHGRHVQ¶W¿W
YLVXDOSHUFHSWLRQRQWKHUHODWLRQDOLVWYLHZV,¶YHMXVWRXWOLQHG $V, PDGH
FOHDULQP\GHVFULSWLRQV H[SHULHQFHVĪVHHLQJVī RQHLWKHURIWKHYLHZV
JLYHRQHSURSRVLWLRQDOUHDVRQV ZKLFKRQHFDQEHUDWLRQDOO\UHVSRQVLYHWR
LQMXGJLQJĪVRVXFKUHDVRQVFDQFRQWULEXWHWRZDUGVGR[DVWLFDQGSHUVRQDO
ZDUUDQWWRRī :HKDYHMXVWL¿FDWLRQVKHUH QRWH[FXOSDWLRQV
0F'RZHOODOVRVD\V µZHFDQQRWUHDOO\XQGHUVWDQGWKHUHODWLRQVLQ
YLUWXHRIZKLFKDMXGJHPHQWLVZDUUDQWHGH[FHSWDVUHODWLRQVZLWKLQWKH
VSDFHRIFRQFHSWV UHODWLRQVVXFKDV  LPSOLFDWLRQRU SUREDELOL¿FDWLRQ
ZKLFKKROGEHWZHHQSRWHQWLDOH[HUFLVHVRIFRQFHSWXDOFDSDFLWLHV¶ĪS ī
7KLVSDVVDJHGHVHUYHVVRPHVFUXWLQ\ LWLVQRWHYHQFOHDUZKDW0F'RZHOO
LVVD\LQJKHUH +HUHDUHVRPHFRQVLGHUDWLRQVDJDLQVWZKDW0F'RZHOO
PLJKWEHVXJJHVWLQJ
Īī6XSSRVHWKDW0F'RZHOOLVWDONLQJDERXWFRQFHSWXDOFRQWHQWV $QG
WKHWKRXJKWLVWKDWRQO\UHODWLRQVEHWZHHQFRQFHSWXDOFRQWHQWVFDQUHVXOW
LQZDUUDQWHGMXGJHPHQW %XWWKHQZKDWLVZDUUDQWHGMXGJHPHQW" ,ILWLVD
MXGJHPHQWZKLFKLVPHUHO\ SURSRVLWLRQDʃ\ ZDUUDQWHG WKHQZKDW0F'RZĥ
HOOVD\VKHUHLVQRWREYLRXVO\FRUUHFW 7KHUHLVVRPHSURSRVLWLRQDOZDUĥ
UDQWWREHOLHYHWKDW-RQHVFRPPLWWHGWKHPXUGHU :KDWGRHVWKLVFRQVLVW
LQ" -RQH¶V¿QJHUSULQWVRQWKHPXUGHUZHDSRQ %XW-RQH¶V¿QJHUSULQWV
REYLRXVO\ DUHQRWFRQFHSWXDOFRQWHQWV ,IZHWKLQNRISURSRVLWLRQDOZDUĥ
UDQWZKLFKLVFRQIHUUHGE\ UHDVRQV WKHQDJDLQDOOVRUWVRIĪQRQĥFRQFHSWXDOī
WKLQJVFDQFRXQWDVUHDVRQV REMHFWV HYHQWV RWKHUSDUWLFXODUV PHQWDO
VWDWHV DQGVRRQ , IRURQH DVZLWKVRPHRIWKHDXWKRUVTXRWHGDERYH
FDQ PDNHVHQVHRISURSRVLWLRQDOUHDVRQVZKLFKDUHQRWFRQFHSWXDOFRQĥ
WHQWV
Īī  %XWħVWD\LQJ ZLWK  WKH  µFRQFHSWXDO  FRQWHQWV¶  LQWHUSUHWDĥ

WLRQħVXSSRVH 0F'RZHOO PHDQV E\  µZDUUDQWHG  MXGJHPHQW¶  GR[DVWLF
ZDUUDQW 7KHWKRXJKWPLJKWEHWKDWRQHFDQRQO\DFTXLUHDZDUUDQW
IRU EHOLHYLQJ D  FRQWHQW  WKURXJK  WKH  LQYROYHPHQW RI  VRPH FRQFHSWXDO
FRQWHQW ĪHJ DVWKHUHDVRQIRUZKLFKRQHMXGJHVī %XWDJDLQ DVWKH
GLVFXVVLRQDERYHPDNHVFOHDU LWLVLQWHOOLJLEOHWRGHQ\WKLV 0\SHUFHSWXDO
H[SHULHQFHLVQRW HYHQE\0F'RZHOO¶VOLJKWV DFRQFHSWXDOFRQWHQW LW
LVQRWDVWUXFWXUHFRPSRVHGRIFRQWHQWVĪWKDWGRHVQ¶WPDNHVHQVHī %XW
LWFDQEHDUHDVRQ ,WFDQEHDUHDVRQZKLFK, KDYHUHÀHFWLYHDFFHVV
WR DQGVRPHWKLQJ, DPUDWLRQDOO\UHVSRQVLYHWRLQMXGJLQJ ,WFDQWKXV
FRQWULEXWHWRP\EHLQJZDUUDQWHGLQEHOLHYLQJDV, GR Ī$QGVLPLODUO\LI
ZHWDNHUHDVRQVDVZKDWLVH[SHULHQFHG UDWKHUWKDQH[SHULHQFHVī
Īī6XSSRVHLQVWHDGWKDW0F'RZHOOLVWDONLQJDERXWFRQFHSWXDOPHQWDO
VWDWHVĪPHQWDOVWDWHVZKLFKLQYROYHFRQFHSWXDOFRQWHQWV DQGWKXVWKHH[ĥ
HUFLVHRUDFWXDOL]DWLRQRIFRQFHSWXDOFDSDFLWLHVSHUWDLQLQJWRWKHFRQFHSWV
LQYROYHGLQWKRVHFRQWHQWVī 7KHWKRXJKWWKHQPLJKWEHWKDWZHFDQQRW
XQGHUVWDQGKRZDMXGJHPHQWFDQEHZDUUDQWHGH[FHSWLQWHUPVRIWKHUHĥ
ODWLRQLWEHDUVWRVRPHRWKHUFRQFHSWXDOPHQWDOVWDWH %XWIRUWKHUHDVRQV
DOUHDG\JLYHQWKLVGRHVQ¶WDSSHDUWREHFRUUHFW 7KHSRLQWDERXWSURSRVLĥ
WLRQDOZDUUDQWPDGHDERYHLQĪīDSSOLHVKHUHWRR 3URSRVLWLRQDOZDUUDQW
FDQEHFRQIHUUHGE\PDQ\WKLQJV QRWMXVWFRQFHSWXDOPHQWDOVWDWHV $QG
LIWKHSRLQWLVVXSSRVHGWRDSSO\WRGR[DVWLFZDUUDQW WKHQDJDLQWKHGLVĥ
FXVVLRQRIWKHUHODWLRQDOYLHZVDERYHVKRXOGDWOHDVWPDNHLW LQWHʃLJLEOH
KRZRQHFDQEHZDUUDQWHGLQMXGJLQJDFHUWDLQFRQWHQWRQWKHEDVLVRI
QRQĥFRQFHSWXDOH[SHULHQFH RUDQRQĥFRQFHSWXDOELWRIREMHFWLYHUHDOLW\
,WVWULNHVPHWKHQWKDWRQPXOWLSOHLQWHUSUHWDWLRQVWKHUHGRHVQ¶WVHHP
WREHPXFKE\ZD\RI LQWXLWLYH IRUFHLQWKHVXJJHVWLRQRI0F'RZHOO¶VZH
KDYHEHHQFRQVLGHULQJ
$QRWKHURI0F'RZHOO¶VDUJXPHQWVSHUWDLQVWRZKDWLVUHTXLUHGIRUD
ELWRIHPSLULFDOWKLQNLQJWRFRXQWDVUDWLRQDO 3HDFRFNHĪ S ī
GHVFULEHVWKHDUJXPHQWLQWKHIROORZLQJZD\ SDUDSKUDVLQJSDVVDJHVIURP
0F'RZHOOĪī SS Ħ
UDWLRQDOWKLQNLQJLQYROYHVWKHSRVVLELOLW\RIVFUXWLQL]LQJWKH
UHODWLRQVEHWZHHQH[SHULHQFHDQGMXGJPHQW 1RWKLQJLVRXWĥ
VLGHWKHOLPLWVRIUDWLRQDOVHOIĥVFUXWLQ\ĪRS FLW S ī HYHQLI
DIWHUVFUXWLQL]LQJWKHFDVHLQTXHVWLRQ ZHGHFLGHWRHQGRUVH

LW 0F'RZHOO¶VYLHZLVWKDWLWLVKDUGWRVHHKRZWKLVVFUXWLQ\
ZRXOGEHSRVVLEOHXQOHVVH[SHULHQFHKDVRQO\FRQFHSWXDOFRQĥ
WHQWĪRS FLW SS ĥī
7KHLGHDWKHQLVWKDWDMXGJHPHQWEDVHGRQH[SHULHQFHĪDELWRIHPSLUĥ
LFDOWKLQNLQJīLVUDWLRQDORQO\LILWLVSRVVLEOHWRUDWLRQDOO\VFUXWLQL]HWKH
UHODWLRQVEHWZHHQH[SHULHQFHDQGMXGJHPHQW %XWWKDWUHTXLUHV0F'RZĥ
HOOWKLQNV WKDWH[SHULHQFHKDVFRQFHSWXDOFRQWHQW 3HDFRFNHFRPSODLQV
WKDWWKDWµODVWVWHSVHHPVWRPHDQRQVHTXLWXU¶ĪS ī , DJUHH 3HDFRFNH
PDNHVWKHSRLQWIURPWKHSHUVSHFWLYHRIKLVQRQĥFRQFHSWXDOLVWUHSUHVHQĥ
WDWLRQDODSSURDFKWRH[SHULHQFH EXWOHWPHPDNHWKHSRLQWIURPWKHSHUĥ
VSHFWLYHRIWKHUHODWLRQDOYLHZ
6XSSRVHZHDJUHHZLWKWKHµSRVVLELOLW\RIUDWLRQDOVHOIĥVFUXWLQ\¶UHĥ
TXLUHPHQW LWLVFRPSOHWHO\XQREYLRXVZK\WKDWFRXOGQ¶WEHVDWLV¿HGRQ
HLWKHURIWKHUHODWLRQDODSSURDFKHVGLVFXVVHGDERYH +HUHDUHVRPHWUDLQV
RIWKRXJKWWKDWZRXOGPDQLIHVWUDWLRQDOVHOIĥVFUXWLQ\RQDUHDVRQDEOHXQĥ
GHUVWDQGLQJRIWKDW , KDYHWDNHQZKDW, EHOLHYHWREHDKDOOXFLQRJHQLF
GUXJ , WKHQKDYHDQH[SHULHQFHDVRID\HOORZOHPRQĪLQIDFW , VHHDWKH
OHPRQIRUZKDWLWLVī , WKLQNWRP\VHOI ³6KRXOG, WDNHWKLVOHPRQWREH
\HOORZ" 6KRXOG, WDNHWKLVWREHDOHPRQ" 6KRXOG, WDNHLWWKDWWKHUH
LVDOHPRQWKHUH"´ , UHDOL]HWKDW, DP¿QGLQJLWKDUG QRW WRMXGJHWKDW
WKHUHLVDOHPRQWKHUH P\H[SHULHQFHLVFRPSHOOLQJ %XW, WU\WRVXVSHQG
MXGJHPHQW $QGVRRQ«, FDQHQJDJHLQVXFKDFWLYHVHOIĥFULWLFDOWKLQNLQJ
DERXWP\H[SHULHQFH DQGKRZLWEHDUVRQSRWHQWLDOMXGJHPHQWV, PLJKW
PDNH :K\ZRXOGWKLVUHTXLUHXVWRVXSSRVHWKDWH[SHULHQFHWKXVFDQ¶W
EHXQGHUVWRRGDVWKHUHODWLRQDOLVWVXQGHUVWDQGLW DQGPXVWLQVWHDGEHXQĥ
GHUVWRRGWRKDYHFRQFHSWXDOFRQWHQW" 7KDWVHHPVWREHDQXQZDUUDQWHG
OHDS
,QHQJDJLQJLQWKHUDWLRQDOVHOIĥVFUXWLQ\, FRQFHSWXDOL]H P\H[SHULHQFH
, GHVFULEH LQWKRXJKWDWOHDVW WKHFKDUDFWHURIP\H[SHULHQFHXVLQJFRQĥ
FHSWV, SRVVHVV $QGWKLVHQDEOHVUDWLRQDOVHOIĥVFUXWLQ\ %XWWKDWLVLQWHOĥ
OLJLEO\FRQFHLYHGDVDQLQWHUSUHWDWLRQRIP\H[SHULHQFH $JDLQLI, WKLQN
LQDQRUPDOFDVH ³WKDWORRNV\HOORZWRPH DQGLWORRNVDVLILWLVDOHPRQ
VRLWPXVWEHD\HOORZOHPRQ´ , DPJLYLQJH[SUHVVLRQWRKRZ, WDNH WKH
FKDUDFWHURIP\H[SHULHQFH DQGWKHQDGYDQFLQJWRKRZP\H[SHULHQFH
VKRXOGWKXVEHDURQZKDWWRWKLQN 7KLVLVSHUIHFWO\FRQVLVWHQWZLWKH[ĥ

SHULHQFHEHLQJQRQĥFRQFHSWXDOLQWKHUHODWLRQDOLVW¶VVHQVHĪRU3HDFRFNH¶V
VHQVH QRWHWKDWWKHUHSO\, KDYHJLYHQKHUHHFKRHV3HDFRFNH¶VRZQUHSO\ī
)LQDOO\ 0F'RZHOOĪīPDNHVDIXUWKHUFRPSODLQWDJDLQVW3HDFRFNH
ZKLFKZHPLJKWJHQHUDOL]HDVIROORZV
,QWKHUHÀHFWLYHWUDGLWLRQZHEHORQJWR WKHUHLVDWLPHKRQĥ
RXUHGFRQQHFWLRQEHWZHHQUHDVRQDQGGLVFRXUVH«Ĭ1RQFRQĥ
FHSWXDOYLHZVRIH[SHULHQFHĭFDQQRWUHVSHFWWKLVFRQQHFWLRQ
Ĭ6XFKYLHZVKDYHĭWRVHYHUWKHWLHEHWZHHQUHDVRQVIRUZKLFK
DVXEMHFWWKLQNVDVVKHGRHVDQGUHDVRQVKHFDQJLYHIRUWKLQNĥ
LQJWKDWZD\ 5HDVRQVWKDWWKHVXEMHFWFDQJLYH LQVRIDUDV
WKH\DUHDUWLFXODEOH PXVWEHZLWKLQWKHVSDFHRIFRQFHSWVĪS
ī
%XWLQWKHGLVFXVVLRQRIUHODWLRQDOYLHZVDERYHZHJUDQWHGWKLVUHTXLUHĥ
PHQWDQGVDZKRZLWFRXOGEHVDWLV¿HG ,QPDQLIHVWLQJP\DELOLW\WRDUĥ
WLFXODWHP\UHDVRQIRUEHOLHYLQJWKDWWKHOHPRQLV\HOORZ, FDQRɱHU ³,
VHHWKHOHPRQ DQGLWORRNV\HOORZWRPH´ :HFDQXQGHUVWDQGWKLVDVĥ
VHUWLRQDVJLYLQJP\UHDVRQLQWKHIRUPRIWKHH[SHULHQFH RUWKHREMHFW
RIH[SHULHQFH ,QVRIDUDV, UHSRUWDQH[SHULHQFHKHUHLQJLYLQJP\UHDĥ
VRQ LWLVSHUIHFWO\LQWHOOLJLEOHWRVXSSRVHWKDWLWLVQRQFRQFHSWXDO DVWKH
UHODWLRQDOLVWVXJJHVWV
0F'RZHOOFODLPVWKDWWKHLGHDRIWKH*LYHQLV µWKHLGHDWKDWWKH
VSDFHRIUHDVRQV«H[WHQGVPRUHZLGHO\WKDQWKHFRQFHSWXDOVSKHUH¶ĪS
ī ,QWKDWFDVH JLYHQZKDWZH¶YHREVHUYHG LWLVQRWDWDOOREYLRXVWKDW
WKH*LYHQLVD0\WKĪ7UDYLVĪīī
0F'RZHOO PLJKW  OHJLWLPDWHO\  FODLP  WKDW XQOHVV  H[SHULHQFH SUHVHQWV
DWKLQJDVKDYLQJDIHDWXUH WKHH[SHULHQFHFDQQRWZDUUDQWDSHUFHSWXDOO\
EDVHGMXGJHPHQWLQZKLFKDVXEMHFWWDNHVWKHWKLQJLQTXHVWLRQWRKDYH
WKHIHDWXUHLQTXHVWLRQ 5RXJKO\ WKHLGHDPLJKWEHWKDWWKHVWUXFWXUHRI
RQH¶VMXGJHPHQWLVWKDWWKHWKLQJLQTXHVWLRQKDVWKHIHDWXUHLQTXHVWLRQ
DQGDMXGJHPHQWVWUXFWXUHGDVVXFKFDQEHZDUUDQWHGE\DSHUFHSWLRQ
RQO\LIWKHUHLVDFRUUHVSRQGLQJµWRJHWKHUQHVV¶RIWKLQJDQGIHDWXUHLQ
SHUFHSWLRQLWVHOI 7KLV 0F'RZHOOZLOOLQVLVW UHTXLUHVWKDWDVHHLQJLQ
ZKLFK a LVSUHVHQWHGDVEHLQJ F LVFRQFHSWXDO ,QDFDVHLQZKLFKRQH
LV QRW PLVOHG WKH  VHHLQJ PXVW  LQYROYH  WKH ZRUOGO\ EXW FRQFHSWXDOO\

FRPSRVHG IDFWWKDW a LV F 7KXVH[SHULHQFHPXVWLQYROYHDQDFWXDOL]DWLRQ
RIFRQFHSWXDOFDSDFLWLHVSHUWDLQLQJWRWKHHOHPHQWVRIWKDWFRQWHQW 7KH
FRUUHVSRQGLQJMXGJHPHQWLVMXVWDQHQGRUVLQJRIWKDWYHU\FRQWHQW 7KXV
WKHYHU\µWRJHWKHUQHVV¶EHWZHHQWKLQJDQGIHDWXUHSUHVHQWLQMXGJHPHQW
LVSUHVHQWWRRLQSHUFHSWLRQ ,IRQH¶VWKHRU\RISHUFHSWLRQGRHVQ¶WDOORZ
IRUWKLV WKHQRQHKDVIDOOHQSUH\WRWKH0\WKRIWKH*LYHQ
)RUDOO,¶YHVDLGKHUHWKHUHODWLRQDOLVWFDQDFFHSWWKDWDMXGJHPHQWWKDW
a LV F FRXOGQRWEHSHUFHSWXDOO\ZDUUDQWHGXQOHVVRQH¶VH[SHULHQFHVRPHĥ
KRZLQYROYHGDFRUUHVSRQGLQJµWRJHWKHUQHVV¶RI a DQG F 7KHUHODWLRQDOLVW
PLJKWDFFHSWWKDWIRUVXFKDMXGJHPHQWWREHZDUUDQWHGWKHH[SHULHQFH
PXVW LQVRPHVHQVH SUHVHQW a DV F 7KHFRQWURYHUVLDOLVVXHVDUHZKDWWKDW
DPRXQWVWR" $QGZKDWLW PXVW DPRXQWWRLIH[SHULHQFHLVWRZDUUDQWLQJ"
7KHUHODWLRQDOLVWZLOOLQVLVWWKDWLWGRHVQ¶WDPRXQWWRH[SHULHQFHEHLQJ
FRQFHSWXDO $QG WKHUHODWLRQDOLVWZLOODGG WKLVGRHVQ¶WSUHYHQWH[SHULĥ
HQFHIURPEHLQJUHDVRQJLYLQJ
:KDW, VDLGDERYHLQP\DWWHPSWWRVXJJHVWKRZDUHODWLRQDOLVWFDQDFĥ
FRXQWIRUWKHXQLW\ĥDVSHFWVRIH[SHULHQFHLVUHOHYDQWKHUH $ UHODWLRQDOLVW
FHUWDLQO\GRHVQ¶WKDYHWRWKLQNRIH[SHULHQFHDVVRPHVWUDQJHXQVWUXFĥ
WXUHGHQWLW\ ([SHULHQFHLVQRW RQDUHODWLRQDOLVWYLHZ DQDPRUSKRXV
OXPS VLWWLQJLQFRQVFLRXVQHVV ZKLFKVRPHKRZZDUUDQWVMXGJHPHQW ,Q
VHHLQJWKHOHPRQP\H[SHULHQFHKDVDFHUWDLQFRQVFLRXVFKDUDFWHU ZKLFK
KDVDXQLW\ĥDVSHFWFRUUHVSRQGLQJWRWKHOHPRQ¶VEHLQJ\HOORZ ,QWKDW
VHQVHP\H[SHULHQFHSUHVHQWVRUUHYHDOVWKHOHPRQDV\HOORZWRPH 7KHUH
LV LQWKHXQLW\ĥDVSHFWRIWKHFRQVFLRXVFKDUDFWHURIP\H[SHULHQFH DµWRĥ
JHWKHUQHVV¶RIWKLQJDQGIHDWXUH ,WLVQRWSUHGLFDWLRQDO RUFRQFHSWXDO
RUSURSRVLWLRQDOO\VKDSHG ,WLVFRQVWLWXWHGE\WKHSUHVHQFHRIWKH \HʃRZ
OHPRQħDSURSHUWLHGSDUWLFXODU 7KHXQLW\ĥDVSHFWRIP\H[SHULHQFHLVFRQĥ
VWLWXWHGE\DQHOHPHQWRIZRUOGO\µWRJHWKHUQHVV¶ZKLFKJURXQGVDFRUUHĥ
VSRQGLQJSUHGLFDWLRQRUMXGJHPHQW 7KHUHODWLRQDOLVWZLOOLQVLVWWKDWWKH
H[SHULHQFHLVWKXVSHUIHFWO\VXLWHG LQLWVQDWXUH FKDUDFWHU DQGVWUXFWXUH
WRZDUUDQWDMXGJHPHQWZLWKDFRUUHVSRQGLQJĪEXWQRWLGHQWLFDOīµWRJHWKĥ
HUQHVV¶RIWKLQJDQGIHDWXUH
0F'RZHOO PLJKW SXVK EDFN ZLWK  WKH  LGHD  WKDW  WKH ZRUOG  LV  WKH
WRWDOLW\RIFRQFHSWXDOO\VWUXFWXUHGIDFWV 6R KHPLJKWDGG LWLV MXVW
QRWLQWHOOLJLEOHWKDWVRPHHOHPHQWRIZRUOGO\µWRJHWKHUQHVV¶EHSDUWRI
ZKDWFRQVWLWXWHVDQDVSHFWRIWKHFKDUDFWHURIDQH[SHULHQFHZLWKRXW

H[SHULHQFHLQYROYLQJWKHDFWXDOL]DWLRQRIFRQFHSWXDOFDSDFLWLHVĪDQGVR
ZLWKRXWH[SHULHQFHEHLQJD IRUPRIUHSUHVHQWDWLRQī 3HUKDSV LI WKH
ZRUOGLVWKHWRWDOLW\RIFRQFHSWXDOO\VWUXFWXUHGIDFWV %XWZKDWFRPSHOV
WKHUHODWLRQDOLVWWRDFFHSW WKDW"
:KDW  LV QRW REYLRXV , KDYH  WULHG  WR  VXJJHVW LV  WKDW  WKH  UHODWLRQDOĥ
LVWLVIDOOLQJSUH\WRVRPHSUREOHPDWLF0\WKE\LQVLVWLQJWKDWSHUFHSWXDO
H[SHULHQFHLVUHDVRQJLYLQJEXWQRWFRQFHSWXDO
 &RQFOXVLRQ
,QWKHSUHYLRXVVHFWLRQ, WULHGWRVXJJHVWWKDWUHODWLRQDOLVWYLHZVRIVHHĥ
LQJFDQJLYHLQWHOOLJLEOHDFFRXQWVRIYLVXDOSHUFHSWLRQ¶VUHDVRQJLYLQJUROH
,QVRIDUDVWKHVHDFFRXQWVDUHDFFRXQWVRQZKLFKVHHLQJLV QRWFRQFHSWXDO
WKLVGLVFXVVLRQXQGHUPLQHV0F'RZHOO¶VLGHDWKDWH[SHULHQFHKDVDUHDĥ
VRQJLYLQJUROHRQO\LILWLVFRQFHSWXDO , DOVRDWWHPSWHGWRUHEXWVRPH
RIWKHFULWLFLVPV0F'RZHOOPLJKWGLUHFWWRZDUGVWKLVDWWHPSWHGXQGHUĥ
PLQLQJRIKLVVXJJHVWLRQ 7REHFOHDU , KDYHQ·W DUJXHGWKDWVHHLQJLVQRW
FRQFHSWXDO , ¿QG0F'RZHOO¶VYLHZVRIVHHLQJĪHDUO\DQGODWHUī WDNHQLQ
WKHPVHOYHV WREHVRPHZKDWFRPSHOOLQJĪWKRXJK, DPQRWVXUHZKHWKHUWR
HQGRUVHWKHPī , DOVR KDYHQ·W DUJXHGWKDWLQVRIDUDVYLVXDOSHUFHSWLRQKDV
DUHDVRQJLYLQJUROHLWPXVWEHXQGHUVWRRGLQ UHODWLRQDOLVW WHUPVħ, GRQ¶W
EHOLHYHWKDWWKLVLVWUXH HYHQLIDUHODWLRQDOLVWYLHZRIVHHLQJLVFRUUHFW
ĪDQG, GRQ¶WNQRZZKHWKHUVRPHVXFKYLHZLVFRUUHFWī
+RZGRHVWKLVGLVFXVVLRQEHDURQDQVZHULQJWKHTXHVWLRQRIH[SODQDĥ
WLRQ" 7KHTXHVWLRQRIH[SODQDWLRQFRQFHUQVZKDWPDNHVLWWKHFDVHWKDW
YLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJLQWKHZD\WKDWZHRUGLQDULO\
VXSSRVHLWLV" 7KHDQVZHUWRWKHTXHVWLRQRIH[SODQDWLRQZHKDYHEHHQ
GLVFXVVLQJLVZKDW,¶YHEHHQFDOOLQJD5HDVRQV$QVZHU ,¶YHEHHQWU\LQJ
WRDUJXHWKDWD5HDVRQV$QVZHUJLYHVXVDSODXVLEOHSDUWLDODQVZHUWRWKH
TXHVWLRQRIH[SODQDWLRQ 1RFODLPLVPDGHKHUHWKDWLWLVWKHEHVWVXFK
DQVZHU RUSUREOHPIUHHħWKRXJK, KDYHDGGUHVVHGVRPHSRWHQWLDOSUREĥ
OHPVDORQJWKHZD\
, WDNHD5HDVRQV$QVZHUWRWKHTXHVWLRQRIH[SODQDWLRQWREHDJRRG
DQVZHUJLYHQWZRLPSRUWDQWTXDOL¿FDWLRQV )LUVW , KDYHRQO\DUJXHGWKDW
WKHDQVZHULVSODXVLEOHLIZHUHVWULFWRXUDWWHQWLRQWRMXVWPDWXUHKXĥ

PDQNQRZOHGJH DQGWKHNQRZOHGJHJURXQGLQJVHHLQJPDWXUHKXPDQVHQĥ
MR\ħWKLVLVDUHVWULFWLRQZHSLFNHGXSLQGLVFXVVLQJ0F'RZHOO 1RZDQ
LQWHUHVWLQJTXHVWLRQLVZKDWKDSSHQVZKHQZHOLIWWKLVUHVWULFWLRQ" 'R
ZHKDYHWRRɱHUDFRPSOHWHO\VHSDUDWHDFFRXQW" ,IVR ZRXOGLWEHSUREĥ
OHPDWLFWRKDYHGLVWLQFWDFFRXQWVIRUVXFKĪVHHPLQJO\īVLPLODUSKHQRPĥ
HQDħDQLPDOVHHLQJDQGNQRZLQJ DQGKXPDQVHHLQJDQGNQRZLQJ" Ī0Fĥ
'RZHOOWKLQNVQRW %XUJHGLVDJUHHV %XWZKRLVULJKW"ī &DQZHH[WHQGRU
GHYHORSWKH UHDVRQJLYLQJ DFFRXQWWRWKHFDVHRIDQLPDOVHHLQJDQGNQRZĥ
LQJ VRDVZHKDYHVRPHWKLQJPRUHOLNHDXQL¿HGDFFRXQW" 7KHVHDUHDOO
TXHVWLRQV, OHDYHRSHQKHUH EXWDLPWRSXUVXHLQIXWXUHZRUN
6HFRQG , KDYHQ¶WEHHQWU\LQJWRH[SODLQKRZYLVXDOSHUFHSWLRQLVD
PHDQVRINQRZLQJ DQ\ YLVXDOO\SHUFHSWXDOO\NQRZDEOHFRQWHQW MXVWWKRVH
FRQWHQWVLQDUHVWULFWHGUDQJH ,QWKH,QWURGXFWLRQWRWKHSUHYLRXV&KDSĥ
WHU, QRWHGWKDW, ZRXOGRQO\EHLQWHUHVWHGLQFDVHVZKHUHĪLīWKHNQRZOĥ
HGJHFRQWHQW p FRQFHUQVWKHREMHFWRIYLVXDOSHUFHSWLRQ x DQGĪLLī p LVD
SURSRVLWLRQZKLFKUHSUHVHQWV x DV F ZKHUH F LVDIHDWXUHZKLFKZHLQĥ
WXLWLYHO\WDNHWREHDYLVLEOHIHDWXUHĪLQWKHSKHQRPHQRORJLFDOVHQVHGLVĥ
FXVVHGLQ&KDSWHUDERYHī 6XFKIHDWXUHV , QRWHG LQFOXGHEHLQJUHG
EHLQJFXELFLQVKDSH KDYLQJVXFKĥDQGĥVXFKDWH[WXUH , KDYHWKXVEHHQ
FRQVLGHULQJFDVHVVXFKDVZKHUHRQHNQRZVWKDWWKHOHPRQLV \HʃRZ RQ
WKHEDVLVRIVHHLQJLW %XW, KDYHEUDFNHWHGFDVHVVXFKDVFDVHVZKHUHRQH
NQRZVWKDWRQH¶VQHLJKERXULVDWKRPHEHFDXVHWKH\FDQVHHWKHLUQHLJKĥ
ERXU¶VFDULQWKHGULYHZD\ $QRWKHULQWHUHVWLQJTXHVWLRQFRQFHUQVZKDW
KDSSHQVZKHQZHOLIWWKLVUHVWULFWLRQ" &DQZHH[WHQGWKHUHDVRQVDFFRXQW
WRWKHEUDFNHWHGFDVHV" ,IVRKRZ DQGZKDWGHYHORSPHQWVZRXOGZHQHHG"
7KHUHLVDOVRDQLQWHUHVWLQJDQGUHOHYDQWSKLORVRSK\RISHUFHSWLRQTXHVĥ
WLRQOXUNLQJKHUH KRZGRZHGLVWLQJXLVKIHDWXUHVZKLFKDUHYLVLEOHĪLQWKH
SKHQRPHQRORJLFDOVHQVHīIRUPIHDWXUHVZKLFKDUHQRW" , KDYHWKURXJKRXW
WKLVWKHVLVUHOLHGRQLQWXLWLRQLQVRUWLQJFDVHVKHUH EXWLWZRXOGEHJRRG
WRKDYHDQDFFRXQW 7KHVHDUH DJDLQ TXHVWLRQV, DLPWRSXUVXHLQIXWXUH
ZRUN
1RZ D5HDVRQV$QVZHUWRWKHTXHVWLRQRIH[SODQDWLRQLQYROYHVWKUHH
FRPSRQHQWV
Īī .QRZOHGJHLVFRQVWLWXWLYHO\VXEMHFWWRDUHDVRQVFRQGLWLRQ
Īī 9LVXDOSHUFHSWLRQFDQPDNHLWWKHFDVHWKDWWKHUHDVRQVFRQGLWLRQ

RQNQRZOHGJHLVVDWLV¿HG
Īī 9LVXDOSHUFHSWLRQFDQPDNHLWWKHFDVHWKDWWKHUHDVRQVFRQGLWLRQ
RQNQRZOHGJHLVVDWLV¿HGEHFDXVHRILWVQDWXUH
,QWKHSUHYLRXV&KDSWHU, WULHGWRVXSSRUWĪīDQGĪī 7RDGGUHVVĪīZH
ORRNHGDWGLɱHUHQWWKHRULHVRIVHHLQJ ZKLFKJLYHXVGLɱHUHQWVSHFL¿FDĥ
WLRQVRIKRZLWLVRIWKHQDWXUHRIYLVXDOSHUFHSWLRQWKDWLWLVUHDVRQJLYLQJ
:HORRNHGDW0F'RZHOOLDQYLHZV DQGUHODWLRQDOLVWYLHZVĪDQGWKHUHDUH
RWKHUYLHZVZHKDYHQ¶WORRNHGDWKHUHī 7DNLQJWKLVDSSURDFKWRĪīLVLQ
OLQHZLWKWKHLGHDWKDWWRVXSSRUWĪīZHPXVWORRNDWWKHRULHVRIYLVXDOSHUĥ
FHSWLRQ 7KLVVHHPVUHDVRQDEOHHQRXJKVLQFHVXFKWKHRULHVWHOOXVZKDW
WKHQDWXUHRIVXFKSHUFHSWLRQLV RUJLYHDFFRXQWVRIFRQVWLWXWLYHDVSHFWV
RIYLVXDOSHUFHSWLRQ 7KLVLVZKDWDERYH, FDOOHGWKH 7KHRU\6WUDWHJ\ IRU
PRWLYDWLQJĪī
,IZHDFFHSWWKH7KHRU\6WUDWHJ\LWVHHPVWKDWWRFRPHWRDFRQFOXĥ
VLRQĪLQZKLFKZHSXWIRUZDUGD5HDVRQV$QVZHUī ZHZLOOKDYHWRFKRRVH
EHWZHHQWKHVHWKHRULHV RUDGYDQFHDQRWKHUWKHRU\ VRDVZHFDQVHWWOHRQ
DVSHFL¿FYHUVLRQRID5HDVRQV$QVZHU
%XW, ZDQWWRHQGE\DUWLFXODWLQJħVNHWFKLQJ UHDOO\ħWKHLGHDWKDWZH
FDQDQVZHUWKHTXHVWLRQRIH[SODQDWLRQ LQDWOHDVWDUHODWLYHO\VDWLVIDFWRU\
ZD\ ZLWKD5HDVRQV$QVZHU ZLWKRXWDSSHDOWRDQ\RIWKHWKHRULHVRISHUĥ
FHSWLRQZHKDYHFRQVLGHUHGKHUH :HFDQUHMHFWWKH7KHRU\6WUDWHJ\ DQG
LQVXJJHVWLQJWKDWĪīLVFRUUHFWGUDZRQIHDWXUHVWKDWDUHFRQVWLWXWLYHRI
VHHLQJ LQGHSHQGHQWO\ RIDQ\SDUWLFXODUWKHRUHWLFDODFFRXQWRIWKRVHIHDĥ
WXUHV 7KHDERYHGLVFXVVLRQRIWKHRULHVRIVHHLQJKHOSVXVWRDSSUHFLDWH
ZKDWWKRVHFRQVWLWXWLYHIHDWXUHVPLJKWEH WKHUHODWLRQDOLW\RIVHHLQJ DQG
WKHIDFWWKDWVHHLQJ x LVDPRGHRIFRQVFLRXVDZDUHQHVVLQZKLFKRQHKDV
DYLVXDOH[SHULHQFHLQZKLFK x ORRNVRUVHHPVRUDSSHDUVVRPHZD\WRRQH
&DOOWKHVHWKH$JUHHG)HDWXUHV
:K\GRHVWKHGLVFXVVLRQDERYHKHOSXVWREULQJ WKHVH IHDWXUHVLQWR
YLHZ" %HFDXVH, SUHVHQWHGWKHWKHRULHVDERYHDVWKHRULHV RI WKHVHIHDĥ
WXUHV DQGWKHZD\WKHWKHRULHVDFFRXQWHGIRUWKHUHDVRQJLYLQJUROHRI
VHHLQJFDPHRXWLQWKHGHWDLOVRIKRZWKH\DFFRXQWHGIRUWKRVHIHDWXUHV
,IZHVWHSEDFN ZHFDQDVN LVWKHH[SODQDWRU\SRZHURIWKH5HDVRQV$Qĥ
VZHUVZKLFKHPEHGWKHVHWKHRULHVDPDWWHURIWKH DFFRXQWV WKH\JLYHRI

WKHFRQVWLWXWLYHIHDWXUHVRIVHHLQJ RUVLPSO\ WKHFRQVWLWXWLYHIHDWXUHV ĪWKH
$JUHHG)HDWXUHVī"
,WVWULNHVPHWKDWLWLVQRWDWDOOREYLRXVWKDWZHQHHGWRVD\ZKDWWKH
QDWXUHRIVHHLQJ x LV EH\RQGDFNQRZOHGJLQJWKH$JUHHG)HDWXUHV LQRUGHU
WRDFFRXQWIRUWKHUHDVRQJLYLQJUROHRIVHHLQJ x 6XSSRVHWKDWUHDVRQV
DUHPHQWDOVWDWHV DQGWKHUHDVRQVJLYHQE\VHHLQJ x DUHVWDWHVRIVHHLQJ
x +HUH¶VDQDFFRXQWĪUHVWULFWLQJDWWHQWLRQWRSXUHO\YHULGLFDOFDVHVī LQ
DJLYHQFDVH P\VHHLQJDOHPRQLVLWVHOIDUHDVRQWREHOLHYHDUDQJHRI
FRQWHQWVDERXWWKHOHPRQ :KLFKFRQWHQWV" 7KRVHZKLFKFRUUHVSRQGWR
WKHFKDUDFWHURIP\DZDUHQHVVRIWKHOHPRQ 6XSSRVH, DPDZDUHRIWKH
OHPRQDV\HOORZ 7KXV P\VWDWHRIVHHLQJ LQYROYLQJDVLWGRHVDYHULGLFDO
DZDUHQHVVRIWKHOHPRQDV\HOORZ LVVRPHWKLQJZKLFK JXDUDQWHHV WKDWWKH
OHPRQLV\HOORZ ,WWKXVFRQVWLWXWHVDFRQFOXVLYHUHDVRQIRUPH 3DUWRI
ZK\WKHVWDWHFDQJXDUDQWHHWKHUHOHYDQWWUXWKLVEHFDXVHWKHUHOHYDQW
REMHFWPXVWH[LVWLIWKHVWDWHGRHV DVLWLVDUHODWLRQDOVWDWH
7KLVH[SODQDWLRQPDNHVHVVHQWLDOUHIHUHQFHWRWKH$JUHHG)HDWXUHVRI
VHHLQJħWKHUHODWLRQDOLW\DQGFRQVFLRXVDZDUHQHVVIHDWXUHV %XWWKHUHLV
QRDFFRXQWRIWKRVHIHDWXUHVLQYROYHGLQZKDW,¶YHVDLGKHUH :KDWGR
ZH JDLQ LIZHDGGWKDWWKHVWDWHLVDQRQĥFRPSRVLWHEDVLFVWDWH ZKLFKLV
DQRQĥUHSUHVHQWDWLRQDOUHODWLRQ DQGVRRQDQGVRRQ :KDWGRZH JDLQ LI
ZHDGGWKDWWKHVWDWHLVFRQFHSWXDO IDFWLQYROYLQJ DQGVRRQDQGVRRQ"
:KDWZHPLJKWJDLQLVGHFHQWPHWDSK\VLFVRISHUFHSWLRQ %XWZKDWGR
ZHJDLQ E\ZD\RIH[SODQDWRU\SRZHULQDQVZHULQJWKHTXHVWLRQRIH[SODQDWLRQ"
,WLVQRWREYLRXVWRPHWKDWWKHUHDUHJDLQVRUORVVHVKHUH 7KHGLVFXVĥ
VLRQRIWKHRULHVRIVHHLQJ, KDYHHQJDJHGLQDOORZVXVWRVHHWKDWWKHUHLVD
JHQHUDOIRUPXODWLRQRIWKHLGHDWKDWYLVXDOSHUFHSWLRQLVUHDVRQJLYLQJ LQ
WHUPVRIWKH$JUHHG)HDWXUHV ZKLFKLVQRWKRVWDJHWRWKHGHWDLOVRIVSHĥ
FL¿FWKHRULHVRIVHHLQJ :HPLJKWWHQWDWLYHO\VXJJHVW WKHQ WKDWZH FDQ
JLYHD5HDVRQV$QVZHUWRWKHTXHVWLRQRIH[SODQDWLRQOLNHWKLV EHFDXVH
RIWKH$JUHHG)HDWXUHV WKDWLV EHFDXVHYLVXDOSHUFHSWLRQLVUHODWLRQDODQG
DPRGHRIFRQVFLRXVDZDUHQHVV LWHQVXUHVWKHVDWLVIDFWLRQRIVRPHFRQĥ
VWLWXWLYHIHDWXUHRQĪPDWXUHKXPDQīNQRZOHGJHħWKHUHDVRQVFRQGLWLRQ
7KDWLVSDUWRIZK\VHHLQJDQHQWLW\FDQEHDQHOHPHQWRIWKDWLQYLUWXH
RIZKLFKRQH NQRZV DVRSSRVHGWRPHUHO\EHOLHYHV VRPHFRQWHQWFRQĥ
FHUQLQJWKDWHQWLW\ZKLFKDWWULEXWHVDYLVLEOHFKDUDFWHULVWLFWRWKDWHQWLW\
7KLVHPERGLHVDUHMHFWLRQRIWKH7KHRU\6WUDWHJ\ 8QOHVVWKHUHLVVRPH

FRPSHOOLQJUHDVRQWRDFFHSWWKDWVWUDWHJ\ RUVWULNLQJHSLVWHPRORJLFDOIHDĥ
WXUHVRIGLɱHUHQWPHWDSK\VLFDOWKHRULHVRIVHHLQJZKLFK,¶YHPLVVHG LWLV
DQDQVZHUZHVKRXOGIHHOFRPIRUWDEOHDFFHSWLQJ DQGLWLVWKHDQVZHU,
UHFRPPHQG

&RQFOXVLRQ
,Q3DUW, RIWKLVWKHVLV, DWWHPSWHGWRFKDUDFWHUL]HKRZZHRUGLQDULO\
WKLQNRIYLVXDOSHUFHSWLRQDQGLWVHSLVWHPLFVLJQL¿FDQFH ,Q&KDSWHU 
, RXWOLQHGRXURUGLQDU\XQGHUVWDQGLQJRIZKDWYLVXDOSHUFHSWLRQLV ,Q
&KDSWHU  , DUJXHGWKDWZHFDQXQGHUVWDQGWKHFRQWHQWRIRXURUGLQDU\
XQGHUVWDQGLQJRIWKHZD\LQZKLFKYLVXDOSHUFHSWLRQLVDPHDQVRINQRZĥ
LQJLQWHUPVRIDQ H[SODQDWRU\FKDUDFWHUL]DWLRQ YLVXDOSHUFHSWLRQLVFDSDEOH
RIH[SODLQLQJNQRZOHGJHRIDUHVWULFWHGUDQJHRISURSRVLWLRQVĪKRZVRPH
S NQRZVVRPH p LQWKDWUDQJHīLQDQHSLVWHPLFDOO\VDWLVIDFWRU\ZD\ ,Q
&KDSWHU  , DUJXHGWKDWWKLVLVDSODXVLEOHZD\RIXQGHUVWDQGLQJRXU RUGLĦ
QDU\ FRQFHSWLRQRIYLVXDOSHUFHSWLRQ¶VHSLVWHPLFVLJQL¿FDQFH
,Q3DUW,, RIWKLVWKHVLV , KDYHZRUNHGZLWKWKHDVVXPSWLRQWKDWYLĥ
VXDOSHUFHSWLRQ LV DVZHRUGLQDULO\FRQFHLYHRILWWREH Ī, KDYHDWQRSRLQW
DWWHPSWHGWRGHIHQGWKLVDVVXPSWLRQī , DGGUHVVHGWKH TXHVWLRQRIH[SODQDĦ
WLRQ ZKDWPDNHVLWWKHFDVHWKDWYLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJ"
, WULHGWRDQVZHUWKHTXHVWLRQLQWHUPVRIZKDWLWLVDERXWWKHQDWXUH
RIYLVXDOSHUFHSWLRQ DQGWKHQDWXUHRINQRZOHGJHĪLQVRIDUDVLWLVHSLVĥ
WHPLFī ZKLFKLVVXFKWKDWYLVXDOSHUFHSWLRQLVDPHDQVRINQRZLQJ 7KH
LGHD, KDYHFRQVLGHUHG ZKLFK, LQWURGXFHGLQ&KDSWHU  LVWKDWYLVXDO
SHUFHSWLRQLVDPHDQVRINQRZLQJLQWKDWLWKDVDUHDVRQJLYLQJUROH ,
WULHGWRVKRZKRZZHFDQWDNH0F'RZHOO¶VZRUNRQVHHLQJWRJLYHXVMXVW
VXFKDQDQVZHUħZKDW, FDOOHGD5HDVRQ¶V$QVZHU 7KHGLVFXVVLRQRI0Fĥ
'RZHOODOVRKHOSHGXVWRVHHKRZD5HDVRQV$QVZHUWRWKHTXHVWLRQRI
H[SODQDWLRQLVSODXVLEOHĪJLYHQVRPHUHVWULFWLRQVDQGTXDOL¿FDWLRQVZKLFK
, VXPPDUL]HGLQWKHFRQFOXVLRQRI&KDSWHU ī
,Q&KDSWHU  , RXWOLQHGDUHODWLRQDOLVWYLHZRIVHHLQJ LQRSSRVLWLRQ
WR0F'RZHOO¶VYLHZ , DUJXHGWKDWD5HDVRQV$QVZHUWRWKHTXHVWLRQRI
H[SODQDWLRQFRXOGDOVREHJLYHQRQVXFKDYLHZRIVHHLQJ *LYHQWKDWRQ
WKHUHODWLRQDOLVWYLHZ, FRQVLGHUHG VHHLQJLVQRWFRQFHSWXDO , XVHGWKLV

SRLQWWRXQGHUPLQH0F'RZHOO¶VFODLPWKDWVHHLQJFDQEHUHDVRQJLYLQJ
RQO\LILWLVFRQFHSWXDO
, FRQFOXGHG WHQWDWLYHO\ E\VXJJHVWLQJWKDWZHGRQ¶WQHHGWRHQGRUVH
DVSHFL¿FWKHRU\RIVHHLQJLQRUGHUWRJLYHDVDWLVIDFWRU\5HDVRQV$QVZHU
WRWKHTXHVWLRQRIH[SODQDWLRQ 7KHUHLVDIRUPXODWLRQRIKRZZHWKLQNRI
SHUFHSWLRQDVUHDVRQJLYLQJĪLQWHUPVRIVRPHRIWKHIHDWXUHVZHRUGLQDULO\
WDNHWREHFRQVWLWXWLYHRIVHHLQJī ZKLFKLVQRWKRVWDJHWRWKHGHWDLOVRI
VSHFL¿FWKHRULHVRIVHHLQJ EXWZKLFKVXVWDLQD5HDVRQV$QVZHUWRWKH
TXHVWLRQRIH[SODQDWLRQRIWKHIRUP,¶YHEHHQLQWHUHVWHGLQ

